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CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin- 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operat- 
ing plans and standards, and to report and 


interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statisti- 
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REQUESTS SHOW FIELDS OF INTEREST 


The following letters indicate the range of requests for 
reprints and other use of articles published recently in THE 
CONTROLLER. They are a guide to subjects of strongest 
interest and demand among financial executives currently 
and will, of course, be of considerable influence in de- 
termining the magazine's choice of material in the early 
future, where particular topics clearly warrant further de- 
velopment. An analysis of such requests made for the past 
six months is being prepared by our staff and will be pub- 


lished shortly. 


——THE EDITORS 


CAPITAL INVESTMENT 


Editors, THE CONTROLLER: 

We are interested in purchasing 750 
copies of the article entitled ‘Profitability 
Indexes for Capital Investment” by Joel 
Dean which appeared in the February 
1958 issue of THE CONTROLLER. If you 
cannot supply these reprints, we would 
like to receive permission to reproduce 
this article. 

GEORGE SAMSON 
Manager, IBM, Publishing Department 
International Business Machines 

Corporation 

New York, N. Y. 


Editors, THE CONTROLLER: 

This is to request permission to repro- 
duce, at our own expense, copies of the 
article entitled ‘The Background for 
Making Effective Capital Commitment 
Decisions” by John A. Beckett which ap- 
peared in the July 1958 issue of THE 
CONTROLLER for distribution within the 
General Electric Company. 

A. J. MULCAHY, JR. 
Specialist-Training 
Financial Personnel Service 
General Electric Company 
New York 
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BLADES & MACAULAY 
INSURANCE ADVISERS 


Complete Surveys of 
Corporate Insurance Affairs 


No Insurance Sold 
MArket 3-7801 


Established 1926 
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Editors, THE CONTROLLER: 

I am putting together a book of ad-| 
vanced readings in Finance and wish to! 
include the article by Frank Schwab, Jr., 
entitled “Capital Expenditure Evaluation” 
published in the August 1958 issue of 
THE CONTROLLER. May I have your per- 
mission to include this paper in the read- 
ings? 

J. FRED WESTON 

Professor of Finance 

School of Business Administration 
University of California 

Los Angeles, Calif. 


PLANNING AND CONTROL 


Editors, THE CONTROLLER: 

I request permission to use the material 
specified below from your publication in a 
course, B.A. 803, Administration, in the 
Graduate Division of the Wharton School 
of Finance and Commerce. 

Peirce, James L., “The Planning and 
Control Concept,” from THE CONTROL- 
LER, September 1954. 

The material will be distributed to the 
students at the cost of reproduction only. 
JOHN FRANCIS LUBIN 
Assistant Professor of Industry 
Wharton School of Finance and 

Commerce 
Philadelphia, Pa. 


INVENTORY CONTROL 


Editors, THE CONTROLLER: 

Your April 1959 issue of THE CON- | 
TROLLER contained an excellent article on 
inventory control authored by Charles F. 
Margeson titled “Financial Aspects of 
Inventory Control.” I would like permis- 
sion to make 20 reprints of this article for 
distribution to people within my own 
company. 
D. B. WARNER 
Behr-Manning Co. 

Troy, N. Y. 


EDPM 


Editors, THE CONTROLLER: 

We should very much like your permis- | 
sion to reprint D. Ronald Daniel’s article | 
“EDPM—Getting Past the Barriers to - 
Success” which appeared in the December 
1958 issue of THE CONTROLLER. 


JOAN KEENE 
McKinsey & Company, Inc. 
New York 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 
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PLICK. 


A flick of the finger is all it takes to set the margin on a Royal Standard Typewriter. 
Does any other typewriter make it that easy? No. Because ONLY ROYAL HAS 
MAGIC® MARGIN, the pushbutton margin-set. Magic Margin is just one of the exclu- 
sive, secretary-pleasing features you get on the Royal Standard—and one of the reasons 
why there are more Royal Standards in use today than any other typewriter. It is also a 
reason why Royal Standards bring more in at trade-in than any other typewriter. Here’s how 
Magic Margin works to increase typing volume: it positively eliminates time-consuming 
fiddling, fussing, and fumbling around with those sliding gadgets behind the machine. 
The secretary simply positions the carriage where she wants it and flicks once for each 


margin. Presto. She’s all set. And so are you with Royal Standards. 


GYAL standard 
Product of Royal McBee Corporation, 


World’s Largest Manufacturer of Typewriters. 
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Harley L. Lutz 


HAT WE WANT in this country is 
Oe enskic growth without inflation: 
in order to achieve this result, we must 
continue to fight inflation. 

At the risk of covering ground that 
may already have been well traversed in 
earlier discussions, I shall refer briefly to 
some elementary but important points as 
part of the foundation of my own later 
discussion. First, I would define inflation 
as any marked rise of prices not demon- 
strably associated with a shortage of goods 
and services. The cause, or causes, of in- 
flation are, therefore, those forces or 
influences that bring about a rise of prices 
under the circumstances suggested, i.e., 
no shortage of supply. A short crop of 
strawberries would send the price up; a 
disastrous crop year would lead to higher 
prices for corn, wheat, or cotton; the 
English economist, Alfred Marshall, liked 
to cite the case of the sudden increase in 
the price of black crepe following the 
unexpected death of a member of the 
royal family. Cases of this sort are ob- 
viously not inflation, but a normal and 
necessary market adjustment to an im- 
balance of demand and supply. 

In contrast to such isolated examples, 
inflation means an increase of prices in 
general, as measured by some ——. 
sive index such as those compiled for 
wholesale, retail, or consumer market bas- 
ket prices. Even so, some prices may go 
against the trend, but the bulk of items in 
the series must go up or the index would 
not rise. 


HISTORIC INFLATION 


Historically, the explanation of such a 
general price rise, which we call inflation, 
has been that the money supply increased 
faster than the supply of goods and serv- 
ices. The familiar equation of the quan- 
tity theory —P — MV divided by T, was 
supposed to be a mathematical demonstra- 


Taxation and Economic Growth 





The challenge to be thrown at spenders 

as well as taxpayers is this: Will eco- 
nomic growth be more ample, more consist- 
ent, and more enduring under tax rates 
that are excessive and punitive or under 
rates that are moderate and reasonable? 


tion of the proposition that ptices are de- 
termined by the relation between the 
money supply (money times velocity) and 
the supply of goods and services to be 
traded. When there was more money pur- 
chasing power than goods, the amount 
that each dollar would buy would decline, 
that is, prices would rise. The classic rem- 
edies for this situation were two: 

The first was to restrict the creation of 
more new money by the commercial banks 
through control of their capacity to make 
loans. The implements of control available 
for this purpose are an advance of the 
discount rate, open market sales, and an 
increase of reserve requirements. 

The second remedy was to curtail con- 
sumer and business spending by keeping 
taxes high, or raising them still more, to 
siphon off some of the excess money. 

These remedies would be, to a certain 
extent, appropriate and effective if the 
cause of the inflation were an excess 
money supply, resulting either from over- 
rapid expansion of commercial bank loans 
and investments, or from large govern- 
ment deficits. At the end of World War 
II, the money supply had been greatly in- 
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creased by the large deficits, while the 
supply of consumer goods had been te- 
stricted by production controls. I will 
grant that at some stage of an inflation or 
of the recession which follows, an increase 
of money supply is very likely to occur, 
but under the conditions that have pre- 
vailed over the past decade or so this in- 
crease has come as a result, not as a 
primary cause, of inflation. 


THE NEW CAUSE OF INFLATION 


The explanation is that since the end 
of World War II we have been con- 
fronted by a new and quite different cause 
of inflation, as the term is used here. This 
is an abnormal forcing up of costs—ab- 
normal in that over-all costs have not been 
offset by greater output, thereby compel- 
ling an advance of unit costs and hence of 
unit prices. The dominating factor in this 
rise of costs at a faster rate than could be 
offset by national productivity gains has 
been the round after round of wage in- 
creases, augmented by expanding fringe 
benefits, escalator clauses, and the perva- 
sion throughout industry, commerce, and 





































trade of ‘‘featherbedding” rules and prac- 
tices. 

There would be no point now in at- 
tempting to apportion the responsibility 
for this situation. Federal legislation and 
the established policy of both Congress 
and the courts that labor organizations 
cannot be guilty of conspiracy to restrain 
trade have played a material part. Con- 
sider what idiotic irony there is in a court 
decision that du Pont’s 23 per cent of 
stock ownership in General Motors is a 
menace to freedom of competition and 
trade, when a small coterie of labor lead- 
ers can close down not only virtually the 
entire steel industry and the entire East 
Coast and Gulf shipping industry, but 
other businesses and industries whose op- 
eration is dependent upon steel or water 
transport, without even a whisper being 
raised about conspiracy to restrain trade. 

The kind of inflation which we have 
experienced in recent years and which is 
still a danger is wage-cost push inflation. 
Against this force, a balanced budget or 
a budget surplus is of no avail. Federal 
Reserve Board control of the money and 
credit supply is equally powerless. No 
kind of manipulation of the tax system 
can cope with it. The labor bill enacted 
in the session just ended is a good start 
but it does not reach into the heart of the 
problem. 

My subject is “Taxation and Economic 
Growth,” not labor policy. Before I pro- 
ceed, however, I must follow the line of 
thought outlined above far enough to 
show its relation to monetary and fiscal 
policy. 
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“EASY” AND “TIGHT” MONEY 
POLICIES 

Another round of wage increases in 
excess of material productivity gains 
would obviously increase costs and thus 
lead to price advances. Incidentally, the 
Wall Street Journal noted recently that 
while management and labor in the steel 
industry had locked horns in a marathon 
endurance contest, other industries were 
quietly renewing contracts carrying sub- 
stantial wage increases. If higher wage 
costs do compel a higher price level, a 
larger money supply will be needed, first 
to enable producers to finance the higher 
costs and second, to enable consumers to 
buy as usual at the higher prices. One way 
to get the necessary additional money 
would be for the central banks to pursue 
an ‘easy money’ policy—lower discount 
rates, open market purchases, and even 
lower reserve requirements—thereby per- 
mitting business firms to finance their pro- 
gramined scale of operations and, by put- 
ting more money in circulation, making 
possible consumer buying as usual at the 
higher prices. 

But note that if such central bank ac- 
tion were to be taken, it would be a vali- 
dation of the inflation that had already oc- 
curred. The decks would then be cleared 
for another round of the same kind of 
wage increase, namely, an increase with- 
out regard to the relation of the higher 
wage costs to material productivity gains. 
The old price ceilings would become the 
new price floor on which the next round 
of wage increase and the next stage of the 
inflation would rest. In such a situation, 
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central bank action would not have pro- 
duced the inflation; it would merely have 
underwritten it. 

On the other hand, let us suppose that 
the central banks, seeing in the price in- 
creases the customary and accepted indi- 
cations of inflation, were to adopt a “‘tight 
money” policy, under which discount rates 
would be raised and member bank lend- 
ing capacity were to be curbed by restric- 
tion of their reserves. Such action would 
not curb the inflation because it would 
not reduce costs nor the prices which are 
determined by costs. The impact of a re- 
strictive or tight money policy on business 
would be felt first on sales, then on prof- 
its, and eventually on employment, more 
or less in that order. Then we would be 
in a recession. 


DEFICIT SPENDING 


The doctrine that spending is the major 
dynamic force in the economy still has 
enough general acceptance to persuade 
Congress and many of the citizens that 
lavish spending is not only the proper 
recourse, but the assured cure. 

We had a test of this during the reces- 
sion of 1958. In the fiscal years 1958 and 
1959 a total deficit of $15 billion was 
rolled up. Some of the spending plans 
were futile so far as the recession was con- 
cerned because the money could not all be 
paid out until after recession had given 
way to a new threat of inflation. (The 
speed-up of the highway program is a 
case in point.) The whole spending ap- 
proach was wrong from the beginning. 
Any encouragement to recovery that an 
injection of new money might have pro- 


vided could have been offered in better & 


and far more lasting form by a commit- 
ment to inaugurate a program of tax rate 
reform. 

The federal spending did not touch the 
wage-cost-price complex that was respon- 
sible for the recession any more than such 
action as the Federal Reserve Board might 
have taken could have done so. The cost 
level which caused the recession was un- 
derwritten by the deficit instead of by the 
central banks, and the problem is still 
with us. It will continue to be here and 
to drag us down into one recession after 
another until we abandon the belief that 
wage-cost inflation can be dealt with by 
monetary and fiscal measures, and recog- 


nize the economic fact that general wage F 


increases must be kept within the limits 


set by national productivity gains if we 4 


are to avoid further inflation. 

This may have seemed like an unduly 
long digression but it is relevant because 
the rest of my discussion here has to do 





both with economic growth, in the achieve- F 
ment of which greater productivity is an § 
important factor, and with the contribu- § 
tion to economic growth that sound, sen- 


sible taxation can make. 
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The term “economic growth” has been 
tossed about rather indiscriminately of 
late and to many it may appear to be only 
an abstraction. It becomes a reality, how- 
ever, when expressed in meaningful terms 
such as more and better jobs, more in- 
come, more goods and services, higher 
living standards, and greater capacity for 
national defense and security. These are 
concrete things which everyone can un- 
derstand and accept as desirable goals. The 
questions concerning economic growth to 
be dealt with are: 


How do we measure it so as to know 
whether as a nation we really are grow- 
ing? and How can we increase the rate of 
growth so as to have more of these de- 
sirable things? 


THE GNP CONCEPT 


Our measure of economic growth is a 
statistical compilation known as gross 
national product. The GNP concept is 
double-barreled, consisting on the one 
hand of the estimated value of all goods 
and services produced by the economy, 
i.e., the product; and, on the other hand, 
it includes the estimated dollar amounts 
of all expenditure for goods and services. 
In the Department of Commerce usage, 
the grand total is described as gross na- 
tional product or expenditure. The two 
estimates of product and expenditure re- 
spectively should balance out, but they 
are arrived at by different methods and 
there is always a small statistical differ- 
ence or discrepancy between them. In 
1958, for example, the difference was 
$1.2 billion out of a grand total of $437 
billion. 

In all the years that we have been using 
published data relating to the national 
income accounts, virtually everyone has 
been guilty of an error in logic derived 
from an error in terminology. In ordinary, 
everyday reference, we always say “gross 
national product” and we then proceed to 
list the classes of expenditure that are 
said to be the components of GNP. These 
components are: Consumption spending; 
gtoss private investment, which is the 
spending of business for plant, equip- 
ment, and inventory; government pur- 
chases of goods and services; and net 
foreign investment. In other words, we 
add together the categories of spending 
and call the total the “product.” We 
should call the total of these spending 
categories “gross national expenditure,” 
not “‘gross national product.” 

It is true, as I have said above, that the 
calculations of product and of expendi- 
ture come very close to matching out. It 
might appear, therefore, that there would 
be small difference whether one term or 
the other were used. But it does make a 
difference, for at least two reasons: 

1. While product and expenditure are 
equal in current dollars, these dollars may 
reflect the effect of inflation rather than 


IN A NUTSHELL ... 


Taxation is a transfer of income and purchasing power 
from the people to the Government. The people have less 
to spend, after taxes, while the Government has more. Gov- 
ernment spending thus becomes a substitute for private 
spending, not a clear net addition to the total. This is 
equally true if the Government borrows from the people. 
If it uses “printing press money” instead of tax revenue, 
the result is that both the citizens and the Government pay 
more for everything they buy. Inflation merely raises prices, 


it does not increase real output. 


an increase of real product; that is, we 
may be spending more without producing 
more. For example, gross national product 
in 1946 was $210.7 billion in 1946 dol- 
lars, but it was $312.2 billion in 1958 
dollars. 

2. A second reason why correct ter- 
minology is important is that the current 
incorrect usage leads to a wrong conclu- 
sion. When we add together items of 
spending and call the total a product, we 
naturally follow through to the conclusion 
that the spending determines the product, 
whereas we should recognize that the 
product must be there before it can be 
bought. No amount of cash in pocket can 
fill the housewives’ market baskets if there 
are no groceries on the shelves. Let's not, 
at this point, get into any chicken-or-egg 
argument about the long-range interde- 
pendence of consumption and production. 
What I am saying here is that as of any 
given time, goods must have been pro- 
duced before they can be bought, whether 
by consumers, business, or government. 

The wrong conclusion to which our 
current interpretation of national product 
data leads is this: Since government pur- 
chases of goods and services are treated 
as a component of gross national product, 
it tends to be assumed that the amount of 
these purchases must therefore contribute 
to determining the grand total of GNP. 
Hence, according to this reasoning, the 
way to increase GNP is to increase gov- 
ernment spending. 

An inspection of the figures for GNP 
and government purchases will show that 
no consistent positive correlation has ex- 
isted. GNP has risen in some years with 
a decline of government purchases, and in, 
other years GNP has declined notwith- 
standing an increase of government pur- 
chases. Furthermore, when the facts of 
spending and taxing are considered to- 
gether, it becomes apparent that the Gov- 
ernment cannot buy anything without first 
having obtained the necessary purchasing 
power from the people by taxing or bor- 


rowing; or by running its printing presses 
to create flat money. Taxation is a trans- 
fer of income and purchasing power from 
the people to the Government. The people 
have less to spend, after taxes, while the 
Government has more. Government spend- 
ing thus becomes a substitute for private 
spending, not a clear net addition to the 
total. This is equally true if the Govern- 
ment borrows from the people. If it uses 
“printing press money” instead of tax 
revenue, the result is that both the citizens 
and the Government pay more for every- 
thing they buy. Inflation merely raises 
prices, it does not increase real output. 

Wherever one turns, across the whole 
area of government action to support the 
economy, it is impossible to get conclu- 
sive evidence that such action has been 
anything other than an expensive substi- 
tute for the action that would have been 
taken by the private economy if much 
lower tax rates had left more of the 
people’s income in their own hands and 
if more of the initiative to act had re- 
mained with private entrepreneurs. 

The transfer character of taxing and 
spending has led some to contend that 
the actual level of taxation is not a serious 
matter since what government takes with 
one hand it pays out with the other. 
Therefore, so the argument runs, it makes 
little difference to the economy whether 
the turnover of taxing and spending is 
much or little. 

The flaw in this argument is that the 
taxing and spending affect individuals 
and business concerns very differently. 
That is, government payments are not 
received in proportion to taxes paid. I am 
not saying that there should be such pro- 
portionality. Rather, I am emphasizing 
that the return of government tax receipts 
into the national income stream does not 
lighten the burden nor ease the impact of 
taxes on those who must pay them. 

Our second question is—How do we 
increase the rate of economic growth? 

Let's take the negative side first. We 
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cannot consistently increase the rate of 
economic growth by more government 
spending. ‘Lhis would build a bigger gov- 
ernment rather than a bigger economy. I 
have already said that government pur- 
chases of goods and services are, in very 
large degree, a substitute for the purchases 
that would be made privately if more in- 
come were left in private hands. By and 
large, government buys the same kinds of 
things—goods and services—that private 
persons buy, from stationery to steel plates. 
Some of the end products fashioned for 
government use, like 16-inch guns and 
guided missiles—are different from the 
kinds of end products desired by the pri- 
vate economy but this is only an exten- 
sion of the great variety of end products 
wanted by the millions of private buyers. 
If there were less public spending and at 
the same time a corresponding reduction 
of the tax load, the results would be elec- 


trifying. 


MORE PRODUCT—MORE CAPITAL 


More economic growth means, very 
simply, more product. In elementary eco- 
nomics the student learns that the factors 
of production are land (including its 
natural resources), labor, capital, and man- 
agement. All these ingredients are neces- 
sary to production and they are combined 
with each other in an infinite variety of 
proportions. I submit, however, that the 
most essential and the most dynamic of 
the productive factors is capital. The evi- 
dence of this is world wide. In both de- 
veloped and underdeveloped countries 
there are plenty of workers, willing, in- 
dustrious, and with a great potential for 
acquiring labor skills under proper guid- 
ance; everywhere there are natural re- 
sources of some sort; and the schools of 
business administration can turn out 
knowledgeable young men by the hun- 
dreds who can go into any business and 
tell the old-timers how to run it better 
than they have been doing it. There is 





nowhere a real shortage of labor, re- 
sources, or managerial potential. The 
scarce factor is capital—tools and ma- 
chines to make ae more productive. 
Without it the workers, be they ever so 
willing, able, and well guided by com- 
petent management, could wring only a 
miserable subsistence out of the richest 
land. 

Our course here in the United States 
has been incomprehensibly inconsistent. 
For years we have promoted the export of 
capital and we have created a whole bas- 
ketful of agencies to lend and invest and 
underwrite capital development abroad. 
At the same time we have been blind to 
the need for more capital here at home. 
Yet the growth and expansion of the 
American economy requires additional 
capital just as truly as does the national 
economy of India, or Iran, or Egypt. 

Another thing that the student of ele- 
mentary economics learns, or should learn, 
is that the first step in capital creation is 
saving. And saving, like guilt and salva- 
tion, is a matter for individuals. So-called 
savings institutions merely collect the 
savings of individuals into usable amounts. 
Corporate retained earnings are savings 
made on behalf of the stockholders by 
action of boards of directors. Government 
cannot be a saver since it has no income 
other than that first taken from the people. 
It can levy taxes and buy tools and ma- 
chines, but this is compulsory saving by 
taxpayers. It can borrow the savings of 
individuals for the same purpose but this 
is no more than a substitution of public 
for private action. Or government can 
issue debt to the commercial banks in or- 
der to “invest’’ in capital plant and equip- 
ment but even this does not make govern- 
ment a saver. In theory, all public debt 
must eventually be redeemed out of the 
compulsory savings collected through tax- 
ation. 

Let me summarize the foregoing propo- 
sitions to this point: 

More economic growth means more 


UNCLE SAM vs. JOHN Q. PUBLIC 


Government cannot be a saver since it has no income 
other than that first taken from the people. It can levy taxes 
and buy tools and machines, but this is compulsory saving 
by taxpayers. It can borrow the savings of individuals for 
the same purpose but this is no more than a substitution of 


public for private action. 


Or government can issue debt to the commercial banks in 
order to “invest” in capital plant and equipment but even 
this does not make government a saver. In theory, all pub- 
lic debt must eventually be redeemed out of the compulsory 
savings collected through taxation. 
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product, which in turn requires more capi- 
tal which, in its turn depends on more 
savings by individuals. 

The final proposition in this sequence 
is that more saving by individuals is de- 
pendent on lower tax rates. Thus, by a 
chain of logic which cannot be refuted, it 
follows that more economic growth is de- 
pendent on lower tax rates. Individuals 
can save only out of income and their 
ability to save is determined by the bal- 
ance of income remaining after taxes, 
which must be divided between consump- 
tion and saving. If the inducement to save 
were strong enough some income would 
be saved even though it involved retrench- 
ment of consumption. But high tax rates 
are doubly destructive of capital forma- 
tion because they impair both the ability 
and the inclination to save. 


DEBT AND BUDGET SURPLUS 


A doctrine which appears to have sup- 
port in Washington is described as fol- 
lows by E. L. Dale, Jr., in the New York 
Times of September 2, 1959: 

Some economists here [in Washington] 
have come up with a theory of economic 
growth over the next decade. 

They start with the assumption that the 
rate of growth, as always, will depend on 
the rate of investment in new facilities. 
The rate of investment, in turn, will depend 
on the availability of savings. 


(Thus far, there is nothing new, for I 
have just carried you through the chain of 
logic which demonstrates the dependence 
of growth on increased savings.) Mr. 
Dale continues: 

According to a number of projections of 
the need for savings, the United States will 
face a chronic shortage of them over the 
years ahead. Where is the extra amount 
to be found? 

The answer, according to the theory, is in 
the Federal Government. The savings must 
come from large and consistent surpluses 
in the federal budget. 

The mechanics of this are obvious. If 
the Government is retiring debt, it is adding 
to the supply of money available for invest- 
ment. This both adds to the availability of, 
and reduces the cost of, investment funds. 
That is, it keeps interest rates relatively 
low. 


The facts regarding the need, and the 
outlook, for savings are correctly stated 
but the solution offered is open to serious 
question. This solution would require, not 
only no reduction of federal taxes but 
possibly an increase, if budget receipts 
are to keep far enough ahead of the 
spending to provide ‘‘large and consistent 
surpluses.” In other words, since the sav- 
ings shortage is a result of high taxes, we 
must keep taxes high or even raise them 
farther in order that the Government may 
do the saving that individuals are pre- 
vented from doing because of high taxes. 
There are other obvious fallacies in this 
so-called theory: 

(Continued on page 12) 
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Burroughs Accounting Machines 


save 45% annually for the J. R. 


In 1868: a liniment, sold locally. To- 
day: an internationally marketed line 
of vitamins, medicines, toiletries, spices 
and extracts, household aids and in- 
secticides. That’s the story of the J. R. 
Watkins Company, “the shopping serv- 
ice that comes to your home”... the 
shopping service that relies on four 
Burroughs Sensimatic Accounting Ma- 
chines for its vital accounting records. 


“Our Burroughs Accounting Machines 


Burroughs 


feet, 


set a fast, efficient pace in the proc- 
essing of accounting data for our U. S. 
and Canadian Branches, as well as 
for our headquarters operation,” com- 
ments Mr. E. L. King, Jr., President. 


“This speed and efficiency saves us 
about 45% annually on our invest- 


ment in such important applications - 


as payroll, government reports, ac- 
counts payable, and financial reports. 
We also consider Burroughs service 
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an important benefit to using 
Burroughs equipment.” 


You name the problem. There is a 
Burroughs machine to fit your needs— 
from accounting machines to the most 
advanced electronic computer systems. 


For full details or a demonstration 
without obligation, simply call our 
nearby branch office. Or, write to 
Burroughs Corporation, Burroughs 
Division, Detroit 32, Michigan. 


Burroughs and Sensimatic—TM’s 


Burroughs Corporation 


“NEW DIMENSIONS / in electronics and data processing systems” 





a) It imputes to government the in- 
clination to save and the quality of a 
saver. The Congressional session just 
ended has strikingly demonstrated that 
only the lash of public opinion and a 
courageous use of the veto power have 
prevented enactment of unconscionable 
excesses of spending. Even these stern 
measures were not entirely successful. I 
have already said that a budget surplus 
does not indicate saving by government 
but compulsory saving imposed on tax- 
payers. 

b) Retirement of debt does not as- 
suredly increase the supply of funds avail- 
able for investment in capital formation. 
It is, first of all, a transfer of funds from 
taxpayers to bondholders, and much de- 
pends on who has paid the taxes and 
whose bonds are redeemed. It is true of 
both taxpayers and bondholders that in 
some cases the money released would be 
spent, in other cases it would be invested, 
whether the additional funds came into 
the individual’s hands from tax reduction 
or bond redemption. However, if a given 
investor or group of investors now hold 
government bonds, a definite preference 
for this type of investment security would 
be indicated. There is no assurance that 
redemption of their holdings will induce 
the kind of change of investment attitude 
or policy involved in a shift from debt 
obligations into venture capital, which is 
the most necessary and dynamic type of 
capital formation. 

If the bondholders happen to be the 
commercial banks, redemption of their 
holdings would improve their reserve 
position, thereby increasing their capacity 
to make loans and investments. But three 























points should be noted here: 

First, while the kinds of loans and in- 
vestments which it is proper for commer- 
cial banks to make are essential to business 
operations, they do not contribute to the 
supply of venture capital ; 

Second, budget surpluses are most likely 
to be realized in boom periods, but this 
is precisely the time when restrictions on 
the expansion of bank credit are most 
likely to be imposed. Further, in the ab- 
sence of such restrictions, the banks may 
very well expand their loans in the field 
of consumer credit; and 

Third, corporate debt has increased 
from $85 billion at the end of 1945 to 
$208 billion at the end of 1956. Infla- 
tion has reduced the relative burden of 
this debt and to the extent that the fight 
against further inflation is successful, 
there may be increased reluctance to ex- 
pand debt much more, rather than re- 
sorting to venture capital as new financing 
is needed. Tax rate reduction is impera- 
tive if this source of new business er’ 
is to be opened up materially. 

I am not arguing against debt reduction 
and I am fully aware of the Treasury’s 
problem of debt management within the 
strait jacket of the interest ceiling. The 
interest rate is a resultant of the demand 
for and supply of available investment 
funds. As Mr. Dale points out, savings 
are in short supply and I add that they 
will continue to be until tax rates are re- 
duced. Debt can be repaid only out of a 
budget surplus. The way to reduce the 
debt and bring interest rates to a reason- 
able level with least hindrance to eco- 
nomic growth would be to revise the tax 
rates down to an endurable level and then 
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limit the spending enough to provide con- 
sistent surpluses within the tax yield from 
a moderate tax rate structure. It would be 
a far healthier thing for the people and 
the economy to let individuals do the 
saving by a reduction of taxes than for 
them to be regimented into involuntary 
saving through excessive taxation. 

Having established my thesis that a 
higher rate of economic growth depends 
on lower tax rates, I now turn to a brief 
consideration of some principles of tax 
rate reform. 


** * * 


As a broad foundation principle, we 
must demand pre-emption of the fruits of 
economic growth for tax rate reform. The 
prevailing concepts of budget-making, the 
aggressiveness of spending groups, and 
the inability or unwillingness of taxpayers 
to stand together for a sensible, competent 
program have combined to let federal 
spending increase as fast as the economy 
could produce the additional revenue. 


TAXPAYERS, UNITE! 

The generally accepted theory of budg- 
eting everywhere is that expenditures shall 
be determined first and tax levies then 
adjusted to bring in enough to pay the 
bills. This has become a fiscally destruc- 
tive procedure with the development of 
well-financed, highly articulate and politi- 
cally skillful spending pressure groups, 
operating under the sanction of the doc- 
trine that spending is the important 
dynamic force in the economy. As long 
as these policies and views prevail (and it 
means a hard fight to reverse them), there 
appears small prospect of tax rate reform 
unless the taxpayers are willing to forget 
their differences and unite on a program. 
Underlying this taxpayer unity, arene 
must be an equally firm agreement that 
the only way to pre-empt the gains from 
economic growth for tax rate reform is to 
reduce spending or, at the very least, 
freeze it to prevent further increase. 

The record from 1955 through 1960 
shows what happens when there is no 
serious resistance to spending pressures: 


1955 


$64.6 
60.4 


1960 


$78.9 
79.0 


Expenditures (billions) 
Revenues (billions) 


In the short space of five years, annual 
federal revenues will have increased by 
$18.6 billion. All this increase has been 
spent except for small surpluses of $1.6 
billion in each of the years 1956 and 
1957. Contrary to general belief, defense 
has not been the principal cause for the 
increased spending. The functional cate- 
gory, “major national security,” including 
the military establishment, foreign mili- 
tary aid, atomic energy, and stockpiling, 
has increased only $5 billion out of the 
$14.3 billion total rise of spending from 
(Continued on page 36) 
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Outlook for Labor Costs 


Leland Hazard 


HE OUTLOOK for labor costs hangs so 

delicately balanced between minimizing 
and maximizing factors that any predic- 
tion is quite safe—and quite useless. Sup- 
pose I predict higher labor costs. There 
are enough existing factors in operation 
to make that prediction reasonable though 
it may later prove false. 


Factor 1—NONPRODUCTION 


For example: All the costs of health, 
welfare, pensions, holidays; insurance 
against accident, illness, maternity, or 
death; payments to employes on jury 
duty; payments for time off to vote; pay- 
ments for full-time grievancemen; for 
rest periods; for start-up before and 
clean-up after work—such payments are 
not for production and therefore bespeak 
higher labor costs. Pressures for the in- 
crease of such payments continue. 


Factor 2—LOSS OF 
MANAGERIAL DISCIPLINES 


Another factor tending to maximize 
labor costs is bad management. Let me 
explain. The emergence of the Wagner 
Act in the mid-1930's was a great shock 
to American managers. Many lawyers 


NICB 


While management and labor can reach non- 
inflationary wage agreements through 
collective bargaining, we must not 

depend too heavily on statistical 

and analytical techniques 


thought it was unconstitutional. In a sur- 
prise ruling Chief Justice Charles Evans 
Hughes—‘‘the man on the flying trapeze” 
—cast the deciding vote in a five-to-four 
decision. The Supreme Court held the 
Wagner Act constitutional. Before man- 
agement could recover from the shock of 
the Wagner Act, World War II—with its 
wage, price, and materials controls—took 
the center of the economic stage. So it was 
that for more than a decade management, 
off center, deprived of its accustomed dis- 
ciplinary controls, frustrated by new laws 
which lawyers themselves could not in- 
terpret, lost its grip. One of the most 
disastrous results of the period was the 
failure of management—in the general 
confusion—to keep foremen aligned with 
management. 

Finally with the end of World War II 
the mountainous pent-up civilian demands 
made satisfied customers more important 
than lower production costs. Management 
paid, not only in the big settlements across 
the board but also in a thousand ways 
which seemed small at the moment but 
which loom large now, to keep uninter- 
rupted production. 

It will take a long time to recover the 
managerial disciplines which were lost 


LELAND HAZARD is professor of Industrial Administration 
and Law at Carnegie Institute of Technology and director 
and consultant of the Pittsburgh Plate Glass Company, 
Pittsburgh, Pa. Before he became associated with PPG as 
counsel in 1938, he practiced law for 18 years in Kansas 
City, Mo. He is one of the authors of “New Concepts in 
Wage Determination” published by the McGraw-Hill Com- 
pany, and of “The Manual of Corporate Giving” issued by 
the National Planning Association. This talk was given at the 
1959 Annual Conference of Controllers Institute of America. 
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in the decade and a half from 1935 to 
1950. The slower the recovery, the higher 
the labor costs. 


Factor 3—DESTRUCTIVE UNIONISM 


Another factor, foreboding high labor 
costs is destructive unionism. I define this 
kind of unionism with a number of ex- 
amples. Rival labor leaders vie with each 
other in terms of pennies of wages per 
hour or dollars of benefits per month. 
Competent analysts opine soberly, and 
months in advance of a wage issue, that 
such and such a leader must have a pack- 
age adding up to a certain number of 
cents per hour this year because some 
other leader got such and such a package 
last year. 

I define destructive unionism as that 
which coins flamboyant phrases such as 
“the slave labor act’? or which sees be- 
hind every management proposal for cost 
reduction the ghost of anti-unionism. 

I define destructive unionism as that 
which shows callous unconcern for prac- 
tices which no system of enterprise—for 
that matter not even a nonprofit operation 
like the United States Post Office—could 
tolerate. Here is a factual illustration: 

On a night shift of a continuous opera- 
tion the workers charged with the duty of 
observation of a moving line turned out 
the lights in that area of that factory—the 
better to sleep on the benches which had 
been provided for sitting. Finally after 
several warnings the employer removed 
all the benches from the area. The work- 
ers’ representatives then admitted to the 
employer that they had turned out the 
lights and promised to cease that practice 
if the employer would restore the benches 
so that the employes would have a place 
to sit when eating their lunches. Accept- 
ing the promise in good faith, the em- 
ployer supplied new benches, less well 
designed for sleeping. Half of the benches 
were broken up the first night. 

These undisputed facts appeared in a 
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case where the issue was overmanning on 
an inspection line. One has difficulty in 
dividing his contempt between a union 
which stood mute during the recital of 
such perfidy and a management which had 
tolerated the practices. Our system cannot 
survive either such unionism or such 
management. 

Featherbedding does exist. Its forms 
are myriad. There is more of it in some 
companies than in others; there is none 
in some companies; some unions will not 
tolerate it at all; others turn their backs 
on the facts, refusing even to look. In a 
series of cases which came recently to my 
attention I found that out of a scheduled 
eight hours paid for, the maximum service 
received was less than five hours and the 
minimum was exactly sixty-one and a half 
minutes. 

Mounting payments for nonproduction, 
management which has lost its grip, 
unionism which has lost its conscience— 
these are factors tending to higher labor 
costs. 


THE CONSTRUCTIVE FACTORS 


But suppose, despite the discouraging 
outlook, I predict lower labor costs. Sup- 
port for my prediction will not be hard 
to find. For example, research and devel- 
opment, redesign and re-engineering of 
products, more efficient machines, new 
methods, automation—all these will rise 
up to call me a wise judge. 


NEW TOOLS FOR MANAGEMENT 


The teachings of the better schools of 
business and industrial administration are 
giving management some bright new 
tools: The disciplines of the behavioral 
sciences; the techniques of advanced 
quantitative analysis; the application of 
advanced mathematics and the computer 
to business problems. Much new know!- 
edge out of the academic world is making 
a science of management. This develop- 
ment should tend toward lower labor 
costs. 


CONSTRUCTIVE UNIONISM 


Constructive unionism will be a factor 
in support of lower labor costs. After two 
decades—mostly of boom-soaring on the 
wings of war and rumors of war—the 
hard facts of competition at long last 
emerge. Some workers and some leaders 
of workers have come to understand that 
there are limits to ability to pay. Union 
leaders in some chronically depressed seg- 
ments of American industry have shown 
real statesmanship. As the impact of for- 
eign competition threatens heretofore-im- 
mune American industry with more and 
more severe competition, other union 
leaders are to have the opportunity to 
show their statesmanship. 

The economic threat to the United 
States from the rest of the world, par- 
ticularly from Western Europe, is no 





‘59 LABOR CAPSULE 


In 526 major wage settlements in 1959 covering 1.8 
million workers, wage increases ranged from none (4 per 
cent of workers) to over 13¢ (20 per cent of workers). The 
major group of workers received 7-11¢. These figures do 
not include cost-of-living adjustments or fixed increases 
provided automatically under long-term contracts. About 
75 per cent of negotiated contracts granted fringe benefits. 
The five most commonly improved areas are health and 
welfare benefits, pension plans, paid vacations, paid holli- 
days, severance and unemployment benefits. 


false cry of wolf. True, we are still the 
world’s largest trading nation, but since 
1948 our percentage of world exports has 
declined from twenty-four to sixteen and 
one-half. These and many other signifi- 
cant figures were recently released in In- 
ternational Trade 1957-58, a publication 
recently issued at the Geneva headquar- 
ters of GATT.* I quote this solemn 
statement: 


The fact that Western Europe’s imports 
of finished goods from North America de- 
clined at the same time that its exports to 
this area increased—and this during a 
period when North America was hit more 
strongly by a recession than Western Eu- 
rope—suggests /nter alia an increase in the 
competitive position of European industry. 


Better management, equipped with the 
new managerial tools, just now beginning 
to emerge in quantity from some of the 
graduate schools of business; constructive 
union leadership, better skilled in eco- 
nomics, more respectful of the system 
which gives workers their freedom, better 
equipped with courage to maintain dis- 
cipline among constituents—these factors 
portend lower labor costs. 

Now if I predict higher labor costs or 
lower labor costs, I am equally safe which- 
ever way I guess. This is true not only 
because the many forces and factors bear- 
ing upon labor costs are almost equally 
balanced but also for another reason. 


FACTS AND FIGURES 

Labor costs are not precisely known. 
This has been apparent in American in- 
dustry for too long. A proposed fringe 
benefit will be alleged by labor to cost’ 
half a cent an hour and by management 
two and one-half cents an hour—five 
times the labor estimate. A proposed pack- 
age will be alleged by labor to cost twenty 


* Organization for Trade Cooperation/Gen- 
eral Agreement on Tariifs and Trade. 
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cents an hour and by management thirty 
cents an hour. Differences in accounting 
and statistical analysis of this magnitude 
reflect advocacy not just statistical analysis. 
Differences of such magnitude cannot be 
the result of innocent ineptitude. They re- 
flect rather the determination of cost ana- 
lysts representing labor to resolve every 
doubt in favor of, and to indulge every 
assumption in support of, the lowest con- 
ceivable cost for the union’s demand: 
they reflect on the other hand the deter- 
mination of cost analysts representing 
management to resolve every doubt in 
favor of, and to indulge every assumption 
in support of, the highest conceivable cost 
for the company’s offer. 

It is true that there is often room for 
differences of professional judgment. Doc- 
tors may disagree on a diagnosis, but the 
issue soon gets resolved in a hospital staff 
meeting—usually, and happily, before the 
patient dies. Lawyers may disagree on a 
point of law, but the difference of opin- 
1on goes to the courts and gets resolved 
without rocking the economic foundations 
of the nation. 

But when the cost analyst for a labor 
leader comes up with a half penny and 
the cost analyst for management comes up 
with two and one-half pennies and they 
fail in the heat of collective bargaining 
to divulge all the assumptions which pro- 
duce such a great difference, then man- 
agement and labor alike are driven to mu- 
tual distrust. 

A great service can be done to collec- 
tive bargaining and to industrial peace in 
the United States if ways can be found to 
instill into accountants, statisticians, and 
analysts regardless of the employer— 
whether management or labor—a greater 
professional independence. I believe that 
these staff services have a professional 
responsibility to insist upon the recon- 
ciliation of statistical differences before 
they become tinder to the flames of indus- 
trial conflict. In any case they have a re- 

(Continued on page 44) 
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Cost Principles 


NEW DEPARTMENT OF DEFENSE 


FOR USE IN CONTRACT PRICING 


Howard W. Wright 


HE DEPARTMENT OF DEFENSE recently 
Tied a new set of cost principles for 
use in the negotiation, administration and 
termination of supply contracts, whether 
of a cost or fixed-price type. These prin- 
ciples, identified as Sec. XV, Armed Serv- 
ices Procurement Regulation (ASPR), 
supersede both the old Sec. XV and those 
cost principles contained in Sec. VIII, 
ASPR. They are applicable, in some meas- 
ure, to fixed-price contracts. No cost prin- 
ciples were applicable officially to this 
type of contract prior to the new princi- 
ples. The new Sec. XV covers 25 printed 
pages compared to three and one-half in 
the old. Accounting concepts are sub- 
stantially altered and the allowability of 
some items of cost is changed. This ar- 
ticle analyzes the major changes in both 
the applicability of the new principles and 
in the accounting treatment of contract 
costs. 


BACKGROUND 

The history of cost principles utilized 
in making cost determinations under de- 
fense contracts reveals a continuing search 
for a uniform, improved, and consistent 
body of such principles—satisfactory alike 
to the Government and the contractor. 





HOWARD W. WRIGHT, professor of Accounting, Univer- 
sity of Maryland, has also taught at lowa, Washington and 
Temple; been staff accountant, Arthur Andersen & Co.; as 
well as special assistant to controller, ECA, and to deputy con- 
troller, Department of Defense, and consultant, ECA, Army 
Audit Agency, Office of Secretary of Defense. He chaired 
the group which prepared the Contract Audit Manual of the 
Department of Defense prior to the publication of the bulk 
of it in 1953 and played a major role in the development 
of the initial draft of the recently published principles. 


THE CONTROLLER.............. 


The World War II period and the years 
immediately following saw the birth of 
several sets, each of which was applicable 
to different departments or different phases 
of contract administration. 

The first of these applicable to World 
War II contracts was Treasury Decision 
5000. Adopted in 1940, this decision was 
promulgated for the purpose of recaptur- 
ing excess profits on certain contracts for 
vessels and aircraft, but in the absence of 
a more satisfactory statement of cost prin- 
ciples its use was extended to virtually all 
cost-type contracts entered into by the 
War Department (later the Departments 
of Army and Air Force) until 1949. The 
Navy Department utilized T.D. 5000 
until 1942 when it issued an “Explana- 
tion of Principles for Determination of 
Costs Under Government Contracts’ (the 
so-called ‘‘Green Book’’). These princi- 
ples were employed by the Navy in mak- 
ing cost determinations under cost-type 
contracts until 1949. Section XV, “Con- 
tract Cost Principles:, Armed Services 
Procurement Regulations,” was adopted 
by the Department of Defense in 1949 
and was applicable only to cost-type con- 
tracts. 
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An analysis, with appropriate 
historical background, of 
the new cost principles 


Cost principles employed in contract 
terminations have likewise varied. Cer- 
tain cost principles applicable in the event 
of termination were issued under the 
authority of the Contract Settlement Act 
of 1944. These continued to be used 
upon the expiration of that act. They 
were superseded by the adoption of Sec- 
tion VIII, “Termination of Contracts,” 
ASPR;; Part 4 of which contained a state- 
ment of principles applicable to the set- 
tlement of fixed-price contracts. These 
principles were also applicable to nego- 
tiated settlements under cost-type con- 
tracts. 

Despite the apparent wealth of cost 
principles, the situation was still unsatis- 
factory. There was no set of principles 
applicable to the negotiation and perform- 
ance of fixed-price contracts—only to 
their termination. Section XV, ASPR, 
was used “‘as a guide only” but even this 
use went beyond assurances given gov- 
ernment contractors at its adoption and 
was a constant source of conflict between 
contractors and contracting officers. Sec- 
tions VIII and XV were not uniform in 
setting forth which costs are allowable or 
unallowable. There existed the anomalous 
situation of certain costs being unallow- 
able if the contract was completed, but 
allowable if terminated. Further, a pat- 
tern of “implementing” instructions by 
directive developed to the extent that the 
mere volume of rules was forbidding, 
plus the fact that such directives were in- 
consistent between departments, and they 
not infrequently altered, through change 
or restriction, the policy adopted by the 
Department of Defense. All these factors 
pointed to the need for and desirability of 
a single set of cost principles to be ap- 
plicable uniformly to all types of con- 
tracts and all phases of the contracting 
process. 

The philosophy underlying the various 
sets of contract cost principles likewise 
indicated that a change was in order. 
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Treasury Decision 5000, in defining allow- 
able cost, states: ‘The cost of performing 
a particular contract or subcontract shall 
be the sum of (1) the direct costs... 
and (2) the proper "segs of any in- 
direct costs . . . imcident to and neces- 
sary for the performance of the contract 
or subcontract” (emphasis supplied). The 

hrase “incident to and necessary for” 
was interpreted by government auditors, 
including those of the General Account- 
ing Office, in such manner as to preclude 
reimbursement to the contractor of a share 
of normal business costs where it could 
not be demonstrated by the contractor that 
the incurrence of the cost was directly re- 
lated to the performance of the contract. 
The Green Book referred to above con- 
tains the same restrictive language. 

The former Section XV, ASPR, in de- 
fining total cost, used the phrase “incident 
to the performance of the contract” in an 
effort to get away from the restrictive in- 
terpretation of T.D. 5000; while the 
former Section VIII, ASPR, used “rea- 
sonably necessary to the performance of 
the contract.”” However, the cost principles 
contained in each of these Sections in- 
cluded a list of unallowable costs which, 
in many situations, vitiated the advan- 
tages gained from the changed language. 

There may be some justification for the 
Government paying only incident and 
necessary costs during periods of all-out 
mobilization (with consequent cut-backs 
in civilian production). In such period 
the manufacturer has little choice of cus- 
tomer and normal pricing policies cannot 
be enforced due to price and materials 
controls. Similarly in such periods high 
tax rates furnish an incentive for less 
diligence in the management of cost. A 
standard of ‘incident and necessary” dur- 
ing periods of total mobilization would 
remove the dis-incentive of high taxes 
with resulting lower procurement costs 
and conservation of resources. However, 
in periods of quasi-mobilization during 
which rigid government controls do not 
exist, the contractor must be compensated 
in accordance with his pricing policies and 
the market situation. If not, alternative 
uses for his productive facilities will be 
chosen. In such case the Government will 
have no alternatives other than buying 
from marginal producers or constructing 
additional production facilities. 


DEVELOPMENT OF 
THE NEW PRINCIPLES 


Work on the new Section XV, Armed 
Service Procurement, began in September, 
1951 in the Office of the Deputy Comp- 
troller for Accounting Policy, Office of 
the Secretary of Defense. Over eight years 
have passed since then—eight years of 
writing, editing, coordinating, sabotaging, 
and compromising. The first complete 
draft became available in the Spring of 
1953 at which time the process of coordi- 











nation with Department of Defense pro- 
curement and audit personnel was begun. 
Two years of discussion brought forth a 
draft which was sent to industry repre- 
sentatives and other interested organiza- 
tions for comment. 

This coordination consisted of receiving 
comments, suggestions, objections and 
point-of-view statements through written 
documents as well as a series of meetings. 
Particularly active in this phase were the 
National Security Industrial Association, 
Aerospace Industries Association, Ma- 
chinery and Allied Products Institute, Na- 
tional Association of Manufacturers, U. S. 
Chamber of Commerce, and the American 
Institute of Certified Public Accountants. 





APPLICABILITY OF THE NEW 
SECTION XV TO SPECIFIC ITEMS 


1. Cost-reimbursement supply and re- 
search contracts with other than educa- 
tional institutions but not including facil- 
ities or construction contracts. Sec. XV is 
to be incorporated by reference in such 
contracts as the basis for cost determina- 
tion during performance and in the event 
of termination if the contractor elects to 
“voucher out” its costs. There is no change 
in application to cost-reimbursement-type 
contracts. 

2. Termination for convenience of the 
Government. The new Sec. XV replaces 
those cost principles formerly in Sec. VIII, 
ASPR, for use where fixed price contracts 
are terminated under the contract clause 
“Termination for Convenience of the 
Government.” It also is to be used where 
cost-reimbursement contracts are termi- 
nated and the contractor elects to nego- 
tiate a termination settlement, rather than 
voucher out its costs. The elimination of 
the old Sec. VIII principles removes the 
inconsistency of having one set of prin- 
ciples applicable to the performance of 
cost-type contracts, another to their ter- 
mination. 

3. Negotiation, performance and set- 
tlements of fixed-price contracts. The cost 
principles are not to be incorporated di- 
rectly or by reference in any fixed-price 
contracts except for termination purposes. 
Part 6 of the principles constitutes ad- 


THE COMTROUER.............. 





ministrative instructions to contracting of- 
ficers, auditors, and reviewing authorities 
regarding their use in fixed-price contracts 
but this part is not to be included in any 
contract. The last subparagraph of this 
part, in discussing submission of cost data 
by contractors in accord with the princi- 
ples, states: “Contractors will be expected 
to be responsive to reasonable requests 
for data of this kind.” Contractors have 
no legal obligation to comply with this 
sentence, and must decide for themselves 
to what extent they wish to comply. 

From a legal standpoint, then, there 
still are no contractual cost principles ap- 
plicable to the negotiation or performance 
of fixed-price contracts. Contractors enter- 
ing into this type of contract, however, 
should become intimately familiar with 
the principles because their opposite num- 
bers in the Department of Defense will 
be negotiating under the restraints in- 
cluded therein. Military department au- 
ditors will be advising the contracting 
officers in accord with the principles. It is 
not unreasonable to expect that the Gen- 
eral Accounting Office will audit and re- 
port to Congress in light of them. 


GENERAL CONSIDERATIONS 
GOVERNING COST 


Sec. XV defines total cost as the ‘sum 
of the allowable direct and indirect costs 
allocable to the contract... less any 
allocable credits.” Note that there is no 
limiting clause such as that in the old 
Sec. XV “incident to the performance of 
the contract.” This lack is not necessarily 
an improvement because of the limitations 
imposed by the words ‘‘allowable” and 
‘allocable.’ 

This basic definition is expanded by in- 
clusion of factors affecting allowability 
of individual cost elements: (1) Reason- 
ableness, allocability, generally accepted 
accounting principles and practices appro- 
priate to the particular circumstances (em- 
phasis supplied), and any limitations 
stated in that part of the principles which 
discusses the individual items of cost. 
One new factor (allocability) is added 
by this set, and one formerly in use (gen- 
erally accepted accounting principles and 
practices) has been modified by the addi- 
tion of “appropriate to the particular cir- 
cumstances.” 


ALLOCABILITY 

The inclusion of allocability as one of 
the factors governing cost recognition is 
the most significant improvement in the 
new principles. The old principles tried 
to recognize allocability by listing costs 
which were allowable and those unallow- 
able. Many of the latter were unallowable 
because they were not considered to be al- 
locable to the government contract; e.g., 

(Continued on page 42) 


ARRAS Se). JANUARY 1960 












Tax Highlights of 1959 


J. Henry Landman 


The Tax Highlights of 1959 include the more important 
Tax Court and Federal Court decisions in the field of 
federal taxation and Treasury rulings. They should prove 
helpful in negotiating with the Internal Revenue Service 
and the Courts in tax deficiency and tax refund matters. 
A few significant 1958 Tax Acts are also included. This 
is the eleventh annual Tax Highlights prepared especially 
by Dr. Landman for publication in THE CONTROLLER. 


INDIVIDUAL TAXES 


Cost of entertaining corporate custom- 
ers is not deductible by stockholder-credi- 
tor-officer.1 

Expense paid by check by cash basis 
taxpayer at close of year is deductible in 
the same year regardless of later date of 
redemption.” 

Accommodation promissory note maker 
realized no income from partial cancella- 
tion of debt.* 

Service charges negotiated between ho- 
tel and customer and added to the regular 
bill, for distribution to hotel employes, 
are wages for income tax purpose subject 
to withholding.* 

Sale of trust income to remainderman 
yields capital gain and allows amortization 
over the expected lives of ex-beneficiaries.5 

Personal living expenses of a resort 
proprietor for food and laundry are de- 


ductible when the business requires full- 
time service.® 

Buy-sell agreement at a value fixed at 
the beginning of each year by stockholders 
is binding for estate tax purposes.* 

Buy-out by a closely held family corpo- 
ration yields capital gain if the selling 
shareholder is not an estate and he sells 
all his stock owned directly or indirectly 
by him.§ 

Accident and health insurance premti- 
ums are fully deductible including that 
portion for loss of physical capacities or 
loss of time from work.® 

Expense to haul heavy tools to work 
with woodsman?® is deductible but to 
transport violin with musician?! is not de- 
ductible. 

Income earned after a transfer of assets 
is not subject to gift or estate tax on the 
transfer.}2 





J. HENRY LANDMAN, Ph.D., J.D., J.S.D., is a New York 
tax attorney. He is a member of ihe Income Tax Committees 
of the American Bar Association, the New York State Bar 
Association, the Federal Bar Association, the Federal Bar 
Association of New York, New Jersey and Connecticut, the 
NAM, the Federal Tax Forum and the Inter-American Bar 
Association. He is currently chairman of the Committee on 
Taxation of the New York County Lawyers Association. 
He is a frequent lecturer and author on tax subjects as 
well as professor of tax law at the New York Law School. 
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Renunciation of executor status yields 
taxable income but a bequest for such 
services is tax free.18 

Estate tax deficiency is payable in first 
instance by the executor or trustee as 
transferee but not the distributee of the 
trust.14 

Deferred income of cash basis taxpayer 
is currently taxable if at his instance he 
defers income by assignment.!5 

Expenses in seeking employment or a 
new business are not deductible; abandon- 
ment losses of a losing business is de- 
ductible.1¢ 

Revision and profit-sharing plans may 
allow employe nondeductible contribu- 
tions up to 10% of his current compensa- 
tion yielding tax-free accumulation and 
capital gain.17 

Marital deduction on insurance pro- 
ceeds is denied where the insured pro- 
vides for a contingent remainder.18 

Repayment by an employe of disal- 
lowed salary or other deduction for tax 
purposes is an allowable deduction if 
provided for in contract.19 

Sale of patent for a percentage of sales 
permits the buyer to take a deduction for 
same amount as depreciation.?° 

Janitor’s rent-free quarters are not sub- 
ject to income taxes but are subject to 
social security and federal unemployment 
tax and payroll tax.?1 

Government bonds may be switched 
without incurring a tax obligation.?? 

Savings bank trusts are not tax-free 
gifts because they are revocable. 

Period certain plus life optional settle- 
ment of insurance proceeds is eligible for 
marital deduction if the widow has the 
election to take cash or the settlement, 
but not if the deceased husband made the 
previous decision.*4 

Truck driver's supper money is income 
if intended as such, and is therefore sub- 
ject to income tax.?5 

Delegate’s cost of attending convention 
may not be deductible if it is not in 
furtherance of taxpayer's business.*® 

(Continued on page 20) 
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The UNITRAY system of vertical card 
handling is the only complete system 
FWa-UiE- Vel i-maeolet-O\ancolmmel-t-mdalgelelolalolei as Zelllg 
department. As a pocket of asorter 
t-Vod @ue- Motolaalol-tudeal-lal @ohm- Mdal lot em-Meolg- tr 
Toe De le- Gh 0 -Meel @e-C-Mr- Mkotolaalolial-OdlelsMnd-1-rol lal 
Vale Mi a-tot-th Alale mn da-0' sen Ol) LEM a7-& Am ol-ladel anal 
with ease and speed. In addition UNI- 
eae: Ax-lilaallal-t¢-1-Meot-Ugem ielelelitale hm ome) 4-108 ¢-) 
cards and cuts travel time by as muchas 
50%. The UNITRAY system reaches 
peak efficiency when integrated com- 
pletely within the department. 

If you’re not now enjoying the bene- 
fits of UNITRAY’S around the clock per- 
formance, why not drop us a line? A Card 
Handling brochure is yours for the 
asking. Upon request, we’ll also under- 
_ a Card Handling survey. 

\ 





DATA PROCESSING 
ACCESSORY 
EQUIPMENT 


THE WRIGHT LINE, INC./ 160 GOLD STAR BLVD./ WORCESTER, MASS 
in Canada - THE WRIGHT LINE of CANADA LTO./ DON MILLS TORONTO 


Exemption as dependent for persons 
with less than $600 gross income must 
consider all income including tax-exempt 
income that dependent uses for support 
but taxpayer need not take into account 
amounts dependent received but did not 
use for support except state-aid to decide 
whether he provides more than one half 
of maintenance.** 

Dependency exemption for nonrelative 
is proper if dependent resides in the host's 
residence for the entire year except for 
temporary absences and provided the re- 
lationship is moral.?® 

Share of future income paid for a pro- 
fessional practice is not deductible by the 
buyer because it is a nondeductible capital 
outlay for purchase of practice.*® 

Accountant's work papers are not 
barred to the Treasury by transfer to a 
lawyer.®° 

Keyman insurance when sold to the 
executive by the employer should be not 
at the “cash surrender value’ but at the 
“interpolated terminal reserve value.” 
The latter is usually lower and the spread 
is taxable income to the employe.*! 

Collapsible liquidation corporate rules 
are set aside and capital gains are enjoyed 
if as much as one-third of the income was 
realized before stockholder’s sale of his 
stock.32 Ten per cent was held inade- 
quate®3 and 51 per cent had been held 
sufficient in the past.*# 

Travel expenses not over night by an 
employe are deductible as to automobile 
costs but not meals under the 1939 In- 
ternal Revenue Code.** 

Deductible “periodic” payments over 
ten years or more are deductible to the 
husband and taxable to the ex-wife even 
if abbreviated by state law because of 
death or remarriage.*® 

Scholarship grants are not necessarily 
taxable bonuses if the recipient need not 
work in the future for the grantor.** 

Assignment of oil payment, without 
title, to a charitable foundation is taxable 
income to the donor and a contribution 
when paid.*§ 

Damages for possible future injury to 
reputation are taxable income.*® 

Incentive savings plan defers tax on 
both interest and bonus until due date.4° 

Sick pay exclusions for pregnancy are 
permitted regardless of the place of de- 


livery from commencement of labor to 
termination of a period during which a 
woman is physically incapacitated.*! 

Cost of elevator and other capital items, 
when they do not enhance the value of 
the property, may be a medical expense.*? 

Lodging and meals, even though their 
value is considered part of employes’ 
compensation, are tax-free when pro- 
vided for employers’ convenience.** 

Automobile given for friend’s business 
“leads” is a tax-free gift.44 

Marital deduction 1s mandatory.*® 

Penalties for underestimating income 
tax are based on previous year’s tax return 
as filed and not as reconstructed.4® 

Annuity in lieu of lump sum termina- 
tion pay escapes tax on the latter, if such 
election is made within 60 days.** 

Employer's payment to widow of de- 
ceased employe is a tax-free gift even 
though given in recognition of employe’s 
past services, but leaves undecided whether 
it is limited to the $5000 death exclu- 
sion.48 

Corporation's payment to officer's widow 
is a tax-free gift in addition to the 
widow’s $5,000 exclusion.*9 

Commissions on broker's own life in- 
surance policies are not taxable income.®° 

Secretary-treasurer with no control over 
corporate funds is under no duty to pay 
withholding taxes.5! 

Prizes consisting of scholarships, 
awarded in a contest are not taxable to 
the winners.® 

Stockholder-employes do not receive 
constructive dividends when their corpo- 
ration. insures their lives under policies in 
which it possesses rights of ownership.5* 

Interest deductions claimed under a 
tax-savings plan involving the prepay- 
ment of interest on nonrecourse loans al- 
legedly used to finance the purchase of 
U. S. Treasury bonds are denied.*4 

Interest on a debt is not deductible un- 
less the investor had a reasonable hope of 
realizing a profit.®° 

Educational expenses are forfeited as 
deductions if too much pleasure is as- 
sociated with the education such as an 
extensive European trip.°° 

Land surrounding home, sold after 
house was sold, is part of the home for 
nonrecognition purposes.°* 

Insured’s election under annuity prior 


e e e e e e . 


INCH AND POUND STANDARDIZED 
Six English-speaking nations adopted new, standard 
definitions for the pound and the inch and, as a result, 
Americans are now 1/8,000 of an inch taller and heavier 
by 1/3,000 of an ounce. While not noticeable on the tape 
ruler or ordinary scale, it’s an important change in 
certain technical fields of manufacturing and research. 
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to maturity to leave principal on deposit 
and receive it in instalments did not re- 
sult in constructive receipt of income.*8 

Employes who wish to deduct expenses 
in excess of reimbursements must keep 
records of unreimbursed and reimbursed 
expenses for year 1959.59 

Unreimbursed expenses of executives 
such as newspapers, periodicals, Christmas 
party, are personal and not deductible.% 

Employes lose deduction of amounts 
they spent in excess of amounts they 
charged to the employers where they 
could have charged them all, because they 
were personal and not required.®1 

Campaign expense for business-social 
club office is not deductible where the 
relationship between it and added income 
is vague.®2 

Contributions to political parties or on 
behalf of candidates for public office by 
individuals must file a federal gift tax 
return if in excess of $3,000.® 

Husband is not taxed on appreciated 
value of alimony trust property when trust 
serves only as a conduit, does not dis- 
charge an obligation, and appreciation of 
income is not attributable to him.® 

Alimony deduction of payments relat- 
ing to periods prior to the decree received 
by the wife after the decree is deductible 
by the ex-husband.® 

Cemetery care contributions ate not de- 
ductible if intended for a particular plot.® 

Union strike benefits only to nonmem- 
bers, are tax-free gifts.% 

Security deposit held by lessor is not 
income in year received.8 

Sale of annuity contract yields ordinar) 
income,®® 

Assignment of a patent to a family 
corporation results in capital gain even 
though payments to the assignor were 
based on net sales.7° 

Penalty for underpayment of estimated 
tax does not apply where loss carryover 
eliminates income." 

Sale of partnership interest, even 
though part of the value of accounts re- 
ceivable and unbilled work may have 
been reflected in the valuation of partner- 
ship assets, yields capital gain." 


CORPORATIONS 


Commissions received by stockholder 
after corporate liquidation are taxable to 
corporation which had earned them and 
was still in existence for collection of 
income and payment of debts.78 

Monthly rental payments treated as in- 
stalments of purchase price under a long- 
term lease could be divided between prin- 
cipal and interest.” 

Depreciation which had not been 
claimed in earlier years may now be 
claimed if the Internal Revenue Service 
reduces basis.7 

Liquor expenses in a dry State are not 
tax deductible on the grounds of being 
contrary to public policy.7¢ 

(Continued on page 24) 
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William H. Donaldson, left, Upjohn’s assistant chief accountant in charge of 
data processing, points out to Ray T. Parfet Jr., center, vice-president, the 


thanks to automatic XEROGRAPHY... 


high quality and contrast of a reduced-size xerographic copy of an original 
sales report held by Edward C. Ritsema, head of the duplicating department. 


Upjohn Saves 8 Days a Month on Sales Reports to Field 


The Upjohn Company, one of the 
country’s leading pharmaceutical man- 
ufacturers, mails a sales analysis report 
to each of its salesmen monthly. Copies 
of the report are also sent to members 
of the company’s sales management. 
Five or six copies of each report may be 
needed, a monthly total of approxi- 


mately 17,000. 


PUSH 
THE BUTTON... 


and copies flow! 


The original reports are made up on 
a data-processing printer from the 50,- 
000 tabulating cards air-expressed daily 
to Kalamazoo by the company’s 18 
branch sales offices. At the close of each 
month, every effort is made to get these 
reports reproduced and in the hands 
of the salesmen as quickly as possible. 

Before Upjohn installed a XeroX" 
Copyflo® 11 continuous printer, it re- 
quired an average of three or four 
hours by conventional copying methods 
for Upjohn’s reproduction department 
to turn out the necessary copies for just 
one of the company’s 18 branches. 

Today, all is different, thanks to 
automatic xerography. Now, the same 
work is done in 14 minutes, and 
monthly sales reports are reaching the 
field six to eight days sooner than ever 
before. 

Wherever low-cost, volume copying 
is the need, as at Upjohn, look first to 
automatic xerography for the happy 
solution. XeroX Copyflo continuous 


printers turn out dry, positive prints, 
ready for immediate use, at the rate of 
20 linear feet a minute—an 8Y2"x11" 
print in less than three seconds. The 
printers also prepare inexpensive offset 
paper masters and vellum intermedi- 
ates for use on offset and diazo-type 
duplicators, respectively. 

Copyflo printers enlarge, reduce, or 
copy size to size. They offer the fastest, 
most flexible, most inexpensive way to 
get copies precisely like the original 
from microfilm or opaque documents. 

Write for booklet X-287 for full 
details. HALow Xerox Inc., 60-121X% 
Haloid St., Rochester 3, N. Y. Branches 
in principal U. S. and Canadian cities. 
Overseas: Rank-Xerox Ltd., London. 


HALOID 
XEROX 
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inventory control of 36,972 
Behr-Manning products 
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Private Wire System 


ADVANTAGES: Daily inventory checks 
in writing on everything and anything 
made by Behr-Manning Co., a Division 
of Norton Company. Included are com- 
plete lines of coated abrasives, floor cov- 
ering products, sharpening stones, and 
pressure-sensitive tapes. Up-to-date ac- 
curacy that 16 branch offices and ware- 
houses in 13 states can rely on. Customer 
sales orders—from Boston to San Fran- 
cisco—now processed in hours instead of 
days. Administrative messages, to or 
from Troy, N. Y. Headquarters—sent or 
received in minutes . . . in writing! 


WHAT DOES IT? A 5508-mile commu- 
nications network, designed by Western 


Union engineers to Behr-Manning’s spe- 
cific needs. Typical day’s volume is well 
over 100,000 words, transmitted at in- 
credibly high speeds. Over-all result? 
Better, faster service for every Behr- 
Manning customer! 


HOW ABOUT YOUR COMPANY? Your 
own Western Union Private Wire Sys- 
tem can help speed up order processing, 
control inventories, administer a thou- 
sand-and-one details with error-proof 
written accuracy. And the savings are 
surprising. Want more facts? Wire col- 
lect to: Western Union, Private Wire 
Division, New York, N. Y. 


WESTERN UNION 


... first in Private Wire Systems 


INVENTORY CONTROL — THE FAST, EFFICIENT BEHR-MANNING WAY 
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(3) PWS MESSAGES make stock sta- 


(2) QUANTITY AND ITEM DATA, 
automatically fed from computer to 
tape for precise inventory control. 


(1) SALES ORDERS, received at 
branch offices, sent in minutes to 
Headquarters Switching Center. 


tus immediately available to branch 
offices and warehouses in 13 states. 


























































Salary paid corporate official while on 
war duty is deductible.*7 

Liquidating distributions are not eligi- 
ble for foreign tax credit.*§ 

Double deduction for vacation pay is 
permitted in year accrual “when paid” 
employers adopt completely vested vaca- 
tion pay plans.”® 

Accrual basis taxpayer may deduct only 
taxes accrued in year despite long-stand- 
ing practice of deducting on payment.*? 

Holiday turkeys are not taxable to em- 
ployes and are deductible by employer.5! 

Depreciation for pre-1956 years may 
be predicated on the anticipated useful 
life of the asset with nondepreciable 
salvage at end of it.8? 

Corporate rearrangements and even 
recapitalization are proper tax-free prior 
to a spin-off.8% 

Exempt organizations may accumulate 
contributions.*4 

Prospective business expenses are not 
deductible. They are in the nature of an 
investment.®® 

Costs for procuring long-term business 
are deductible if the business is not 
formalized in a long-term contract.8® 

Penalty tax on undistributed corporate 
earnings and its burden remains with tax- 
payer if the statement in defense of the 
accumulation is insufficiently detailed’? or 
the purpose is to save personal stock- 
holder income tax.88 

Termite damage qualifies as a casualty 
loss if suddenness of attack can be es- 
tablished.®9 

Successful minority stockholders’ legal 
expenses are deductible by the corpora- 
tion as well as latter’s defense expenses.®° 

Federal tax claims have bankruptcy 
preference over claims of trade union wel- 
fare funds.9! 

Lobbying expenses to defeat proposed 
legislation even if the legislation when 
enacted would terminate the taxpayer's 
business are not deductible.9? 

Income from interstate operations of an 
out-of-state corporation is subject to state 
income taxation provided the levy is not 
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discriminatory and is properly appor- 
tioned. 

Imports in original package for do- 
mestic manufacturing operations are sub- 
ject to state property taxes.” 

Depreciation must be based on useful 
life of the assets to the taxpayer and this 
has been true even in the pre-1954 years.% 

Penalty for nonpayment of local taxes 
is deductible because it is not contrary to 
state policy.°® 

Corporation may be taxable on income 
during period of liquidation.® 

Premium on F.H.A. mortgage is amor- 
tizable over the life of the mortgage.§ 

Corporation to hold title to a building 
as a means of avoiding ownership dif- 
ficulties is not an entity for tax purposes.*® 

Redemption of capital stock may be in 
full payment of stock and not a divi- 
dend.10 

Real estate board may lose exemption 
through multiple listing service.1! 

Recapitalization of common stock for 
bonds used to buy out minority stock is 
tax-free.10? 

Burden of proof in cases involving 
penalties for unreasonable accumulations 
of profits is not shifted to the Treasury 
where justifying grounds are too broad 
and unsupported .1°8 

Interest on debt incurred by corporation 
in making illegal purchase of shares out 
of capital is not deductible.1% 

Corporate buy-out of 50% stockholder 
is subject to penalty for unreasonable ac- 
cumulation 2 asi ne 

Sale of easement on land where owner 
retains oil, mineral and buildings reduces 
cost basis.19° 

Loss carryover to new business incurred 
in old business before change of owner- 
ship is barred in tax avoidance acquisi- 
tions under the 1939 Code as well as 
under the 1954 Code.1°7 

Sale of wholly-owned corporate stock 
to another wholly-owned corporation is 
not a constructive dividend under the 
1939 Code.1°8 
Partnership tax-option corporation 


THE HIGH COST OF PAYING TAXES 


According to the National Industrial Conference Board. 
40 companies among 127 returning usable information 
reported that the cost of making out tax forms, register- 
ing protests, etc., cost the equivalent of three per cent or 
more of their tax bills. Forty-six companies reported their 
tax accounting cost them one to two per cent of their tax 
bill each year. The data indicated that the tax work cost 
smaller companies proportionately more than the large 
ones. Most executives reporting believed the burden could 
be reduced if more uniformity could be achieved in the 
areas of definition of what was taxable income, tax forms, 
and allocation of taxes among various collectors of taxes. 
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treats husband and wife as one and not 
as two shareholders!99 to meet the 10 or 
less shareholder requirement for elec. 
tion.11° 

Deceased shareholder in a partnership 
tax-option corporation is allowed a net 
operating loss deduction." 

Partnership tax-option corporation loses 
its election by becoming a member of an 
affiliated group for the filing of a con. 
solidated return.1!* 

Capitalization of lease payments is im- 
proper when the ultimate purchase of the 
machinery is a separate and distinct trans- 
action from the previous leasing arrange- 
ment.118 

Deferral of prepaid income of an ac- 
crual taxpayer is disallowed when the 
accounting system does not reflect exactly 
the deferred services.1!4 

Future years of services and not the 
earlier ones of payment or performance 
fix years of earnings of an accrual tax- 
payer.115 

Manufacturers on Lifo may, like te- 
tailers, use some pooling of inventory 
which effects further tax saving by show- 
ing low closing inventory.11¢ 

rie she irrevocable, forfeitable, 
profit-sharing trusts permit employers to 
take deductions when the trustees, not 
they, pay benefits to the employe execu- 
tives.117 

Loss on sale and leaseback for 30 years 
or more of a building does yield a rec- 
ognizable loss and is not a tax-free ex- 
change.118 

Legal fees for defense of title and for 
organizing a corporation are capital ex- 
penditures.119 

Capital asset given to charity need not 
be reduced for past deductions such as de- 
preciation and depletion, thus yielding a 
double deduction unlike a contribution of 
inventory.12° 

Payments to statutory tenants to induce 
them to vacate in order to acquire new 
leases are not deductible as expense but 
must be amortized over the lives of the 
new leases.121 

Pension plans may be terminated with- 
out disallowing previous deductions 
caused by employe dissatisfaction.1?? 

Payments to retired disabled employe 
and his widow after his death are de- 
ductible in year authorized by accrual 
basis employer.1*8 

Deferral of prepaid TV service charges 
is proper because of the legal obliga- 
tion.1*4 

Stepped-up basis is allowed where a 
corporation is purchased at advanced 
price solely to get all its assets.!°5 

Charitable foundations may invest with 
borrowed funds.1?6 

Institutional or “goodwill” advertising 
is deductible as long as it is not geared to 
defeat legislation or is not a contribution 
to a political campaign.!27 
Original multiple corporate set-ups may 

(Continued on page 26) 
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e new §f No, you can’t blame the men. They clocked in at they could have acted fast to arrange schedules, 
yf but : eight this morning — but, as yet, the work hasn’t transfers, extra shifts. Being informed of things 
sali, : reached their department. Pitching pennies at least almost as they happened, they could have kept pro- 
wii f passes the time. But you can bet that game of theirs duction moving smoothly—and profitably. 
ctions : will show up in the company’s P and L! Automatic Keysort’s easy-to-use machines and 
ple F Sometime soon, when work does come through, punched cards require no specialized personnel, no 
- dae their department will need an extra shift to get it restrictive procedures. Designed to fit your busi- 
ccrual & done. What with down-time one week and over- ness as it stands and as it grows, Keysort will give 
time the next, the game of chance management’s you all the fast, accurate information you need for 
Arges t playing is hardly penny-ante. modern management control of every operation. 
ts Too bad this company didn’t know about Automatic And at remarkably low cost. 
ere a Keysort Data Processing! With Automatic Key- To learn more about Automatic Keysort Data Proc- 
unced sort’s weekly work-load summaries, management essing, call your nearby Royal McBee Data Proc- 
a would have been aware of the exact situation in essing Representative, or write Royal McBee Cor- 
with every department in the plant. Knowing on time poration, Data Processing Division, Port Chester, 
ish which were due to be light, and which overloaded, New York for brochure S-500. 
ed to 
ution 
: ROYA L MCB EE - data processing division 
may © 


IN PRACTICAL OFFICE AUTOMATION 





id NEW CONCEPTS 








be treated as one with the consequential 
loss of the $25,000 surtax exemptions and 
the loss of the 30 per cent tax rate, and 
the replacement by it of the 52 per cent 
rate.128 

Dealer must accrue credit in reserve ac- 
count even though it represents a finance 
charge.129 

Sale of a corporate business including 
instalment obligations and appreciated 
property is a stock transaction for the 
seller but a stepped-up asset transaction 
upon liquidation for the individual.13° 

Partial casualty loss deduction is the 
percentage drop in fair market value ap- 
plied against adjusted basis of prop- 
erty.181 

Transferring mortgaged property to a 
corporation results in capital gain not at 
the time of the mortgage payment but at 
time of transfer.132 

Percentage depletion for manufactured 
products at prices which it could profita- 
bly produce is proper.1%8 

Prepaid expense is allowable as a de- 
duction.134 

Prepaid income may not be deferred by 
a cash or accrual taxpayer which has un- 
restricted use of it.1%° 

200 per cent declining balance method 
of taking depreciation is limited by sal- 
vage value.186 

Loss reserves withheld by finance com- 
panies from amounts paid for purchaser's 
notes discounted by accrual-basis dealers 
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constitute taxable income to the dealers 
in the year the notes were discounted 
rather than in a later year when the re- 
serves are paid to the dealers.137 

Spin-off is tax-free with new stock- 
holder interest, even though the old share- 
holders did not retain at least 80 per cent 
control of the corporation to which busi- 
ness was transferred.138 

Cabaret tax of 20% is not required for 
private parties where the entertainers are 
paid by private parties.15° 

Pseudo-corporation income is not self- 
employment income for social security 
purposes.14° 

Cost of tires and tubes on new cars and 
trucks can be immediately deducted be- 
cause they have less than one year useful 
lives.141 
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| chandise is protected with Credit Insurance... and 
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Thanks to Credit Insurance you are relieved from 
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FINANCIAL MANAGEMENT* 


By Robert W. Johnson 





Reviewed by JOHN V. VAN PELT III 

Vice president, treasurer and 
controller 

Vulcan Materials Company 

Birmingham, Alabama 


This is a difficult book to review, 
largely because neither the author nor his 
publisher give any clear indication as to 
the expected audience. If this message is 
directed to the corporate financial execu- 
tive with any degree of maturity, it is 
pitched at a level that would hardly merit 
his reading time, or the time of any of 
his principal staff assistants. While this 
reviewer is not experienced in academic 
fields, it would appear to him that the 
book would serve as an excellent text for 
a course in business finance—in a college 
or in a training program within a com- 
pany—and could be used as a basis for 
instruction in institutions that did not 
concentrate on the case method of instruc- 
tion. 

These comments are not intended to 
indicate that the volume does not provide 
an accumulation of useful data. It can best 
be described as a check list of financial 
practices and, with some notable excep- 
tions, is a relatively complete survey. In 
addition, there is some discussion of 
theory leading to the adoption of the 
practices. However, the scope of the fi- 
nancial manager is never established and 
the book covers functional areas that 
might be more clearly defined as either 
general line management or controller- 
ship. In view of the failure to limit the 


* Published by Allyn & Bacon, Inc., 150 
Tremont Street, Boston, Mass. $6.95. 





field of examination, it is odd that the 
author did not include as responsibilities 
of the financial manager such functions 
as insurance management, pension fund- 
ing, and federal income tax payments. 

This author indicates in the preface 
that the financial manager makes decisions 
that ‘influence or determine the amounts 
of funds obtained, the means used to 
acquire these resources and their effective 
allocation within the firm.” The attempt 
to ascribe to the financial manager de- 
cision-making responsibility for the utili- 
zation of funds in the business is one of 
the primary reasons why there is a lack 
of continuity in the work; it spills over 
into functional areas not normally asso- 
ciated directly with financial management. 

The author also states that the book has 
two purposes. The first is to provide a 
theoretical framework which the financial 
manager can use to reach the decisions 
referred to above. Secondly, it is to relate 
the theoretical framework to actual fi- 
nancial institutions and practices, and to 
describe certain financial tools which as- 
sist in problem analysis and decision- 
making. As to the first of these purposes, 
there is a possible overemphasis of the 
place that the financial manager’s twin 
and opposing objectives, namely liquidity 
versus profitability, bear upon the mak- 
ing of business decisions. In reaching for 
the second purpose, the book becomes 
largely a check list of available institu- 
tions, practices and tools. However, for 
the financial executive of any competence 
such a listing of information is hardly of 
real value, and the volume does not ex- 
plore the “how” of coping with the spe- 
cific problems he faces. 

In order to permit the academician or 
training director to judge the book as a 
text, we should review its contents. Gen- 
erally, the entire treatise is neatly or- 
ganized and ingeniously arranged. In the 
first of five parts, Dr. Johnson attempts 
to portray the economic role of the fi- 
nancial manager in allocating resources 
within the firm and coping with his ever 
present dilemma of liquidity versus profit- 
ability. The two chapters comprising this 


THE CONTROLLER * JANUARY, 1960 



















































eee eee | 








t the 
lities 
tions 
‘und- 


S. 
eface 
sions 
uNts 
d to 
ctive 
-mpt 
de- 
itili- 
e of 
lack 
over 
\SSO- 
ent. 
has 
le a 
cial 
ions 
late 
fi- 
| to 


ts 














introduction are excellent in presenting a 


theoretical basis for the work of the fi- | 
nancial manager and in describing his | 


duties as they are established in varying 
corporate organizations. 


Part II comprises five chapters on the | 
general subject of Financial Planning. | 
Chapters on the subjects of ‘Financial | 


Analysis” and ‘Planning Short-Term 
Needs for Funds” could introduce the 
student to various financial ratios and a 
broad definition of budgeting, supple- 
mented by a closer look at cash budgeting 
in a very simple complex. A chapter en- 
titled “Planning for Profits’ concentrates 
attention on methods of estimating profit, 
and in so doing pays scant need to the 
preparation of operating budgets. At this 
point it might be well to point out that 
in his discussions of various types of 
budgets, Professor Johnson evidences a 
definite lack of experience as to the prac- 
ticalities of budget preparation in a busi- 
ness of any considerable size. Oddly 
enough, the chapter on “Capital Budget- 
ing,” which deals with the entire process 
of allocation of funds to fixed asset proj- 
ects, appears to be a fairly practical cov- 
erage of the subject. This statement is 
made despite this reviewer's reservations 
about the soundness of the discounted- 
cash-flow method of computing return on 
investment, which is the only method 
mentioned. The chapter on ‘Planning 
the Types of Funds Needed” compares 
equity and debt as possible sources of 
funds, and in so doing brings out the 
many points of difference between the 
two. 

Part III deals with sources of funds 
and is broken down into eight chapters. It 
contains brief descriptions of money and 
capital markets and then details various 
means of obtaining financing, including 
the ramifications of the use of trade credit, 
short-term unsecured bank credit, short- 
term secured loans and other forms of 
short-term credit, intermediate-term loans, 
long-term debt and equity financing. This 
part could serve as a basis of introducing 
the student to a fairly complete list of 
sources of funds; though obviously the 
discussion is limited in the penetration of 
any phase of the subject. 

Part IV covers management of assets 
separating between its two chapters an ex- 
ploration of controls over cash and re- 
ceivables on the one hand and inventory 
and fixed assets on the other. Particularly 
in the latter chapter there is some ques- 
tion as to the relationship of many of the 
matters explored to the normally accepted 
duties of a finance officer as opposed to 
either the control or the operating execu- 
tive. 


The final two chapters are devoted to | 
valuation of business enterprises. The | 


treatment of such a complex field in a 
matter of 58 pages, including some 13 
pages devoted to chapter summaries, ques- 
tions and problems, can only be evidence 
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use of reports; how budget procedures 
enter into basic functions of planning 
and control; appraisal and summary of 
budgeting practices. 


$12.50 ($10.00 to CIA members.) 
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Planning and 


Control: 
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Approach 


HOW planning and control can be ap- 
plied to an operating unit with $10 
million gross sales; how group P&C 
operations use special staff skills; how 
product group P&C is integrated with 
that of other groups; how GE looks 
ahead on planning, measuring per- 
formance and appraising new tech- 
niques. 


$2.00 ($1.50 to CIA members.) 
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of its superficiality. However, a student 
could gain familiarity with many terms 
and might develop from related classroom 
discussion an understanding of the breadth 
of the area which is passed in review be- 
fore him. 

In addition to the preface and table of 
contents, the book contains 596 pages. 
Chapters are generally supplemented with 
a summary, a list of questions and a num- 
ber of problems. Finally, there is a bib- 
liography containing ae gattessreingad read- 
ing for each chapter and an index. 

As previously indicated, it is the opin- 
ion of this reviewer that the value of this 
book must be found in its utility as a text 
book for use at some collegiate level or in 
an on-the-job training ay ag As a gen- 
eral suggestion, it might be sound for an 


author to insist that his publisher clearly 
indicate on book jackets the audience that 
it is proposed to reach. In the instant case, 
the hon of the jacket contains this state- 
ment: A complete guide to the respon- 
sibilities of the financial manager and 
the decisions he must make to attain his 
two objectives—liquidity and profitability. 
Surely this message does not clearly indi- 
cate that we are dealing with a text book 
pitched to the college level. 


ANALYZING AND IMPROVING 
MARKETING PERFORMANCE* 
Subtitled ‘‘Marketing Audits in Theory 
and Practice,’ this publication is a collec- 
tion of papers interpreting the nature and 
significance of marketing audits and com- 
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Help You AUTOMATE 
To Keep Your Records 
UP-TO-DATE 


You don’t have to install addi- 
tional equipment or hire extra 
personnel to get the savings of to- 
day’s latest data-processing tech- 
niques. 

STATISTICAL provides all the re- 
ports you need on a low-cost, pay- 
as-used basis. 

If you have your own tab facili- 
ties, STATISTICAL can help you cut 
costs on overloads, conversions 
and other special assignments. 


Just contact our nearest office. 


SERVICE 





* Electronic Computer 
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STATISTICAL facilities include 650 computers 
which open up new avenues of cost control 
to management. 
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panies’ experiences in analyzing and im. 
proving marketing operations through the 
“marketing audit’ approach. While the 
authors of the various papers have pro- 
pounded certain interpretations of the 
marketing audit concept which differ in 
emphasis, there is general agreement on 
basic points such as scope of review and 
evaluation and the necessity for establish- 
ing valid and realistic standards of per- 
formance. 


* AMA Management Report No. 32. Pub- 
lished by the American Management Associa 
tion, 1515 Broadway, New York 36, N. Y. 
$3.75. 


DATA PROCESSING* 
Ed. by Charles H. Johnson 


Forty-six papers are included in this 
compilation of 1959 conference proceed- 
ings of the National Machine Accountants 
Association. Some of the topics covered 
are Management decisions, insurance, city 
government, brewery accounting, quality 
control, payroll, centralization vs. decen- 
tralization of machine accounting, public 
accounting and EDP, small loan account- 
ing, pipe line accounting, accounts pay- 
able, airline reservations, warehousing 
and order writing, railroad car account- 
ing, inventory control, property account- 
ing and general ledger accounting, plus 
various papers on installation, training, 
conversion and new applications in the 
field of automated data processing. 


* Published by the National Machine Ac- 
countants Association, Mt. Prospect, Ill. $10.00. 


THE AVERAGE WORKWEEK AS AN 
ECONOMIC INDICATOR* 


By Gehard Bry 


A newly developed measure of labor 
input may provide one of the earliest 
signs of a business recession, according to 
this report. The measure pinpoints the 
time when the largest number of manu- 
facturing industries is increasing the aver- 
age length of the workweek; and is called 
a ‘‘diffusion index” of the average work- 
week. The report studies the behavior of 
this and other measures of labor input 
over the seven business cycles between 
1921 and 1954. 

The analysis made use of research tech- 
niques that ranged from interviews with 
business executives to electronic comput- 
ers. Some 200 time series relating hours 
of work to employment in a large number 
of industries were seasonally adjusted by 
machine. The reasons why management 
tends to cut hours while employment is 
still rising (and vice versa before business 
cycle troughs) were discussed in inter- 
views with executives at the policy-making 
level. 

* Published by The National Bureau of 


Economic Research, 261 Madison Ave., New 
York 16, N. Y. $2.00. 
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the San Francisco, Califernia 2 5 T H aM HM te ee eS ee ee 
(CENTER RIGHT) 
» A &§f The 25th anniversary of the San Fran- 
10.00. cisco Control of Controllers Institute was 
observed at a dinner meeting recently at 
.N the St. Francis Hotel, at which time an 


anniversary cake was sliced by Fred Mills, 

a charter member of the Control. Assisting 

Mr. Mills are two hostesses, as well as 

fellow-charter members (/eft to right) 

g to Wm. Herbert Carr, C. C. Gibson and 

the E. F. C. Parker. Mr. Carr is a past presi- 
dent of the Institute, 1949-50. 


abor 
‘liest 














anu- 
ver- 
Led ; (LOWER LEFT) 
ork- §& Victor L. Thomas (/eft) and Wilson K. 
rof § Minor (right), past presidents of the Con- 
iput = trol, flank Dudley E. Browne, director at 
yeen § large of the Institute and past president, 
1956-57. Mr. Minor is vice president of 

ech- Controller Institute Research Foundation. 
vith 
put- 
muss (TOP) _ Yoder; San Francisco Control President 
ber At the head table for the anniversary Roy N. Dreiman; Foundation Vice Presi- 
ce observance (left to right) are the follow- dent Wilson K. Minor; Managing Di- 

: ing Institute officials: San Francisco Con- rector Paul Haase; Western Area Vice 
Se trol Vice President Thomas W. Parham; President Murray S. Gelber; Vancouver 
_ Los Angeles Control President Charles Control President Charles M. Humphrys; 
ant . J. Cox; Institute Director Harold K. Arizona Control President Clifford A. 
me Merrill; Director at Large Dudley E. Clements; and Institute Director Stanley 

Browne; Institute President Roger A.  B. Murray. 
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pittsburgh, Pa. 


(FACING PAGE TOP) 

Taking advantage of the 28th Annual 
Conference of Controllers Institute of 
America, the Institute’s Committee on 
Management Planning and Control held a 
special meeting to discuss plans for the 
coming year. Seated second from the left 
is James A. Lillis, chairman of this com- 
mittee and vice president and comptroller 
of IT&T, New York. 


(FACING PAGE CENTER) 
Members of the Institute’s Committee 


single copy 


Reprints 
THE CONTROLLER 
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Quantity estimates on request. Address 


Two Park Avenue New York 16, N. Y. 


on Education met during the course of 
the 28th Annual Conference. Chairman 
of the committee, Hans C. Todt, comp- 
troller of the Bristol Laboratories, Inc., 
Syracuse, N. Y., is shown at the head of 
the table. 


(FACING PAGE LOWER) 


Institute officials and members of the 
Pittsburgh Control's Conference Execu- 
tive Committee met with key members of 
those Controls which are planning con- 
ferences for 1960. The picture was taken 
at a breakfast meeting on the closing day 
of the Conference at which time they had 
a “critique” of the 1959 Annual Confer- 


This Survey Answers Your Questions 


How many executives report directly to control executives? 
For what functions is the control executive responsible? 
Where are control executives’ responsibilities stated? 
What is his educational and training background? 

What is the typical control executive’s age? 


How big is the control executive’s department? 

What is his employment and experience background? 

To whom is the control executive directly responsible? 

On what management committees do control executives serve? 





Plus 


Profile of the 


A three-page bibliography on controllership 


CORPORATE CONTROLLER 


A reprint of a research report which 
appeared as a three-part article in THE CONTROLLER 


ence and discussed their own plans for 
the conference scheduled for next year. 


(THIS PAGE) 


Leonard F. Beckers, assistant to the di- 
rector of Finance of Ampex Corporation, 
Redwood City, Calif. (seated at the head 
of the table) is general chairman of the 
Industry Round Tables to be held at the 
1960 Annual Conference. Mr. Beckers 
and T. Ames Wheeler, general chairman 
of the 1959 Industry Round Tables, met 
with the members who will be planning 
the Industry Round Tables in conjunc- 
tion with the 1960 Annual Conference to 
be held in San Francisco. 


Who hires the control executive? 


citing more than 100 items. 








“Decentralization and Complexity” 
Describes Federal Statistical System 


MERICAN BUSINESS derives important 
A benefits from government statistical 
programs, but it is also called upon to pay 
a heavy price for them through the bur- 
den of filling out thousands of forms, ac- 
cording to a statement made by John 
Lesinski, chairman of the House Subcom- 
mittee on Census and Government Statis- 
tics, in releasing the report of the Sub- 


committee, “Business Reporting Require- 
ments of the Federal Government.” 

This report, which provides background 
information of the federal data-collecting 
and compiling activities and indicates 
some of the early findings of this continu- 
ing study, describes the federal statistical 
system as “distinguished by decentraliza- 
tion and complexity.’” More than 60 agen- 
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TRAVEL REIMBURSEMENT... 


Since 1894 The Traveletter System has provided leading companies of 
America with a unique plan for reimbursing travelers’. . . with inherent 
controls and savings found in no other system. 


When considering any method of reimbursing travelers you 
should consider these four points: 


Does the plan have controls to protect your company against un- 
warranted withdrawal of company funds? 


traveletter does ! 


Does the credential have nation wide acceptance by hotels and 


motor courts? 


traveletter does ! 


Does the credential offer a national stop-payment feature? 


traveletter does ! 


Does the credential establish a specific weekly limit the traveler 


cannot exceed? 


troveletter does ! 


If the systems under consideration, or the 
one now in use, do not meet any one of the 
above qualifications, you should investigate 
The Traveletter System immediately. 


Traveletter 


- Modern System for Handling and 
Controlling Travel Expenses Since 1894 


Descriptive Brochure on Request oe 


"Traveletter” Reg. U.S. Pat. Off. 
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cies are involved, and strong central coor. 
dination and contro! are needed to kee 
businessmen from being overwhelmed by 
unwarranted or overlapping demands. 

It is found that paperwork burdens im- 
posed on business of a statistical nature 
account for only 20 per cent of the bur. 
den imposed by the Federal Government; 
administrative and regulatory reporting 
forms (not including income tax forms) 
account for the bulk of 80 per cent. The 
forms of the administrative agencies and 
regulatory commissions are harder to con. 
trol than the purely statistical forms, 
Budgetary control is insufficient, because 
a federal agency can, at little cost to its 
own budget, impose a great reporting ex- 
pense upon business. The Subcommittee 
recommends that before any reporting re. 
quirement is approved, an estimate be 
made of the cost to respondents. 

The Subcommittee examined the spe- 
cial problems of state and local govern- 
ment reporting requirements, which are 
relatively less controlled, and which are 
insufficiently coordinated with each other 
and with federal programs. It believes 
that all levels would benefit if offices of 
statistical standards were established in 
state governments and in the larger mu- 
nicipalities. 

The report includes an accounting of 
the number and types of forms currently 
used by each federal agency and some 
representative listings. It also includes a 
final report made by the Budget Bureau 
at the Subcommittee’s request on the dis- 
— of the 169 targets cited in 1955 

y the Task Force on Paperwork Manage- 
ment of the Second Hoover Commission. 

A series of case studies of reporting ex- 
perience of over a dozen different types of 
companies is analyzed. The especially 
heavy burden upon certain industries, such 
as railroads, is noted for further intensive 
study. The need for recurrent evaluation 
is further illustrated by excerpts from 
letters recently received by the Subcom- 
mittee and through the reproduction of a 
number of magazine articles. 

With this background, the Subcommit- 
tee is now undertaking specific inquiries 
and actions to show up weaknesses in the 
federal statistical system and to minimize 
the paperwork burden. Among these are: 
Centralized use of electronic data-proc- 
essing equipment; special consideration 
for small business reporting problems 
through use of short forms, sampling, less 
frequent reporting, etc.; up-dating obso- 
lete dollar cut-offs on reporting require- 
ments (for example, changing the mini- 
mum limit for required reports to one 
regulatory agency from $100, established 
in 1939, to $250 in recognition of rising 
costs) ; redesign of forms to fit typewrit- 
ers and business machines. 

The Subcommittee has encouraged busi- 
nessmen, labor representatives, and others 
to bring to its attention specific informa- 
tion on problem areas. 
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Remember 
uhen you were 


“moving 
up in 
business” 


? 


You would have welcomed 
a booklet like this one! 





25¢ per copy 


DESIGNED FOR DISTRIBUTION 
by corporations to high school 
graduates and college under- 
gtaduates in their recruiting 
areas, this “careers” booklet is 
aimed at attracting students to 
accounting and providing you 
with future accounting person- 


nel, and potential executives. 


You can place your own im- 
print on the booklet if you wish 
to identify your company’s in- 


terest in your community. 


























































Is your firm telling high school seniors and college students about 
the broad area of accounting careers today to insure having adequately 
trained accounting personnel tomorrow? 


The National Committee on Education of Controllers Institute of 
America has prepared this three-color 16-page booklet to help you 
inform today’s students of the many career opportunities that stem 
from academic training in accounting. The Committee has already 
sent sample copies to colleges, secondary schools and guidance 
counsellors throughout the country. 


Controllers Institute of America 
Two Park Avenue, New York 16, N. Y. 


Stud me ...... 5. copies of “Moving Up in Business—A Look at Managerial 
Accounting” at 25¢ per copy postpaid (Check enclosed ) (Bill me later  ) 
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SECOND | 
PRINTING! 


CORPORATE RECORDS RETENTION, VOL. 1: 
A Guide to U. S. Federal Requirements 


Space, at any time, means money most firms figure at $ per square foot. 
Filing of records, no matter how you do it, involves more money, time 
and expense. Is there an end in sight ? 


There is, but most management executives do not have the time and are 
not able to pinpoint the specific ruling in the maze of regulations gov- 
erning the time-length of records retention. Others feel they might in- 
fringe on what is considered a legal decision. 


As a management executive you should know. Now, you can know— 
simply, swiftly—easily as possible with CORPORATE RECORDS RETEN- 
TION, Vol. 1. 





CORPORATE RECORDS RETENTION, Vol. 1, will point the way for you, 
single out the federal requirements denoting the time-length of records 
retention for 15 major industries. You will be able to adopt these 
accepted and precise time-length requirements for your own records 


retention program. 


In a matter of minutes, you can sit down with your legal counsel and 
work toward savings of thousands of dollars in space, filing time, cleri- 
cal costs and records maintenance. 


CORPORATE RECORDS RETENTION, Vol. 1, contains 242 pages with 27 
sections—and the detailed index will make it easy for you to put your 
finger on hundreds of specific —— record requirements: ac- 
counts receivables and payables... bank deposits . . . cancelled 
checks . . . depreciation reserves . . . financial reports . . . insurance 
records .. . journals . . . payroll records . . . tax records . . . and 
much, much more. 


Plus—information on microfilming in lieu of original records whenever 


permissible. 


Order Volume 1: A Guide To U.S. Federal Requirements now, so you 
will be sure to have the complete picture. 


CORPORATE RECORDS RETENTION, VOL. 1 $10.00 


Orders from non-members outside Continental U. S. and Canada 
must be accompanied by remittance 
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Taxation and Economic 
Growth (Continued from page 12) 


1955 through 1960. No matter how fast 
we grow, the fruits of growth will be 
spent unless we can stop the spending. 


THE REVENUE ASPECT 
OF TAX RATE PROGRESSION 


The basic objective of tax rate reform 
should be to compress the progression 
in the individual rate scale. The ultimate. 

| ideal goal, in my view, would be the 
| complete elimination of tax rate progres. 
| sion. The revenue aspect of progression is 
| not the main reason for keeping it, since 
| the a elements in the rate scale 
| produce only about 13 per cent of the 
| total individual income tax yield. The 
| ideological support for progression is a 
| blend of “share the wealth,’ “soak the 
| rich,” and “equality of incomes’ slogans 
| which have beset the country since the 
| days of the Populist Party, if not earlier. 
| It is good socialist doctrine to proclaim 
| that the nation can become richer and 
economically stronger by making many in- 
dividuals poorer and economically weaker. 

As a practical matter, we must realize 
that complete elimination of progression 

| is not attainable now. The next best step 
| is to lessen the impact of progression by 
| reducing the spread between the bottom 
| and the top rates. Compression of the rate 
scale must be accomplished in a way that 
| will not shift tax burdens downward, that 
| is, from those in the higher brackets to 
| those in the lowest tax brackets. This 
| means that the first bracket rate must also 
be reduced. While the rate compression 
| will result in a higher percentage of tax 
| reduction in the upper brackets, there 
| would be no relative increase of the tax 
load at the bottom of the rate scale if 
the first bracket rate is also reduced. 
An adequate degree of tax rate com- 
| pression cannot be achieved by enacting 
rate changes on a year-by-year basis. The 
| end result must be in view from the be- 
| ginning and a comprehensive program of 
| forward scheduling of the successive steps 
| must be made a definite commitment in 
| the legislation. A bill, sponsored by four 
members of the Ways and Means Com- 
| mittee and by at least three other House 
_ members, is now before that Committee. 
Many of you are no doubt familiar with 
this bill, known as the Herlong-Baker 
| bill, and I shall not deal with its details 
| other than to say that it does provide for 
| a forward scheduling of tax rate reduction 
with provision for a one-year suspension 
of any scheduled rate-cut if the effect 
| would be to unbalance the budget for 
| that year. 
| Taxpayer unity in support of this bill, 
| or of any other bill that would accomplish 
| substantially similar results, is a highly 
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important requisite for success. This 
means abandonment of the scattered de- 
mands and pressures for special treatment 
of selected classes of taxpayers, such as a 
credit for retirement income, averaging 
of income, higher exemptions, carry-over 
of unused exemptions, splitting the first 
bracket rate, and so on. The motivation 
back of the demands for these and other 
kinds of special treatment is a desire to 
escape the impact of the high rates. A 
frontal attack on the rates themselves 
would not only yield far more benefit in 
tax relief for these special classes, but for 
all taxpayers and for the economy as a 
whole. Every encouragement that is given 
to those who are seeking special tax treat- 
ment is really an instance of the “divide 
and conquer” precept. If taxpayers can 
be led to scatter their fire and prevented 
from uniting on a single, common pur- 
pose, the fetish of high rates qwill not be 
profaned. 

As a final suggestion of a practical sort, 
the top rate of individual tax should be 
the same as the combined normal and 
surtax rates on corporation income. This 
would promote equality of tax treatment 
as between corporate and unincorporated 
business. It would go far to remove the 
tax angle from business decisions to op- 
erate under one form or the other. 

Many other matters of detail could 
profitably be mentioned, but space does 
not permit of further elaboration. My 
emphasis would be always that except in 
time of grave emergency, such as all-out 
war, government spending should not 
exceed the amount that can be financed 
from the levy of moderate tax rates. 
When it becomes necessary to impose ex- 
cessive tax rates such as the people are 
now paying, it means that government is 
doing too much, or trying to do it too 
fast, for the long-run prosperity and well- 
being of the people. 

When we come right down to it, 
spenders as well as taxpayers want more 
economic growth. The challenge that 
should be thrown at them, in and out of 
season, is this: Will economic growth be 
more ample, more consistent, and more 
enduring, under tax rates that are ex- 
cessive and punitive, or under rates that 
are moderate aid reasonable? There can 
hardly be disagreement as to the correct 
answer. 





Related Reading: Allen, Richard N., “Lead- 
ership to Maintain Free Enterprise,” TH 
CONTROLLER, July 1959. 
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Getting the 
most out of 
depreciation 


from the Clients’ Service Bulletin of The American Appraisal Company 


Today’s tax laws and regulations 
permit you to recover more of the 
cost of a depreciable item in the 
early years of its use than you for- 
merly could. 


Adjustments in remaining lives 


Depreciation is computed on the 
estimated useful life of an asset. The 
regulations carry forward the previ- 
ously expressed philosophy about 
making periodic adjustments in the 
estimate of remaining lives. One 
provision which should not be over- 
looked states: ‘““The estimated re- 
maining useful life may be subject 
to modification by reason of condi- 
tions known to exist at the end of 
the taxable year and shall be rede- 
termined when necessary regardless 
of the method of computing depreci- 
ation. However, the estimated re- 
maining useful life shall be redeter- 
mined only when the change in useful 
life is significant and there is a clear 
and convincing basis for the rede- 
termination.” 

How can you tell when “‘signifi- 
cant”? adjustments may be made in 
the depreciation provision? One in- 
stance would be when modernization 
or changes in methods or products 
make existing assets obsolete sooner 
than originally assumed. Another 
would be multiple-shift operations 
which increase the wear and tear and 
shorten the life of machinery. 


Need for item control 


The adjustment of remaining lives 
will be easier to determine—and to 
support — under item control of de- 
preciation than it will be under group, 


composite or classified accounts. 
Attention can then be concentrated 
on specific items rather than on a 
conglomerate group of assets with 
varying life expectancies. 

When you keep a detailed prop- 
erty record, with true item control 
of depreciation, it is easier to verify 
the assets periodically and to review 
and adjust the remaining useful lives 
as conditions warrant. 

x * * 


American Appraisal Service furnishes up- 
to-date, authoritative information about 
assets and the adequacy of depreciation 
provisions. Conclusions are reached only 
after careful consideration of all factual 
data. An American Appraisal report repre- 
sents more than half a century of experience 
in the field of valuation for purposes of 
taxes, property control, accounting, insur- 
ance and corporate financing. 


The AMERICAN 
APPRAISAL 


Company® 
SINCE 1896...LARGEST...MOST WIDELY USED 
Home Office: Milwaukee, Wisconsin 


Atlanta Cincinnati Kansas City Philadelphia 
Baltimore Cleveland Los Angeles Pittsburgh 
Boston Dallas New Orleans St. Lovis 
Buffalo Detroit New York San Francisco 
Chicago Washington 


Affiliated: Canadian Appraisal Company, Ltd. 
Montreal and Toronto 


The American Appraisal Co., Dept. C 
525 E. Michigan St., Milwaukee 1, Wis. 
Without obligating me, please send me 


your Booklet No. 501, ‘‘Depreciation in 
Our Present Economy.” 











Minimum Dollar Limit 
for Capitalizing Assets 

Several inquiries as to the prevailing 
policy of companies in setting minimum 
dollar limits for capitalizing assets were 
recently directed to Controllers Institute 
Research Foundation. A telephonic survey 
of 20 companies in the New York area, 
representing several industries, showed a 
varied response, with the majority of com- 
panies contacted favoring a minimum 
limit of $100, as shown below: 


Minimum dollar limit 
for capitalizing assets 
$200 
150 
125 
101 
100 
75 
50 
25 
20 


Number of 
companies 


wm GD OD mt Owe et et et 


One company mentioned that no asset 
will be capitalized, regardless of cost, if 
it has a life expectancy of less than three 
years. Companies that have assets grouped 
in two or more categories may have a 
minimum dollar limit for capitalizing each 
type. The above figures refer to the lowest 
minimum limit regardless of asset classi- 
fication. 


Rule on Deductibility of 
Contributions to Employe 
Trusts Is Relaxed 


Such employer contributions under ap- 
proved plans generally are deductible in 
the year paid, up to certain amounts. Con- 
tributions in excess of the limitation, un- 
der the rule, can be carried over and de- 
ducted in succeeding years when less than 
the allowable yearly contribution may be 
paid. 

The rule also applies to a successor 
corporation in a merger. The successor 
corporation is allowed to deduct excess 
contributions carried over from one of the 
merged companies. But where a merged 
company has terminated its plan and its 
members are brought under a comparable 
plan of the surviving concern, the Internal 
Revenue Service had long held that any 
undeducted contributions stemming from 
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such a trust could not be deducted by the 
continuing company beyond the year in 
which the plan ended. 

The IRS has now reversed itself and 
agreed to follow an appeals court decision 
that such contributions may be carried 
over and deducted in a year when the 
original trust is no longer in existence. 


Bank Automation 

Electronic equipment that can “read” 
magnetic ink characters imprinted on pa- 
per checks and transmit the information 
instantly into data-processing systems has 
been introduced by International Business 
Machines Corporation in its Series 1200 
character sensing equipment. 

The 1201 Proof Inscriber imprints 
checks with special magnetic numbers and 
symbols showing the amount of the check 
and the bank’s processing code. The 1210 
Sorter-Reader sorts and reads checks and 
passes information on to electronic com- 
puters or machine accounting systems. Its 
control unit, the 1221 Sorter-Reader Con- 
trol, and a special typewriter to inscribe 
unmarked or mutilated documents, the 
1202 Utility Inscriber, complete the sys- 
tem. 

e 

Burroughs Corporation’s Visible Rec- 
ord Computer system, an all-transistor- 
ized bank automation system, was dem- 
onstrated at work recently on a complete 
bank checking account operation, from 
proving-in through service charge analy- 
sis. The system, while operating at high 
electronic computer speeds, automatically 
reads information printed on checks, de- 
posits tickets and other papers connected 
with checking accounts, and posts it di- 
rectly to individual customer account rec- 
ords. 


Court Upholds Expanded Coverage 
of State Jobless Benefits 

The Supreme Court upheld a ruling 
that greatly expands the coverage of state 
unemployment compensation programs. 
This permits states to pay unemployment 
benefits to workers laid off by a company 
at one plant because a strike by the em- 
ployes’ union at another plant of the same 
company stops the flow of necessary ma- 
terials. 
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Standardize for Cost Reduction 


Standardization is a cost-cutting tool 
still relatively unused in American indus. 
try, according to the American Standards 
Association. A recent survey conducted by 
the ASA on the extent, costs, and results 
of standardization in industry reveal that 
savings reported were as high as $50 for 
each dollar spent on standardization. In 
terms of sales, savings ranged from 0.3 to 
5 per cent of sales, with the average close 
to one per cent. 

Of the 238 companies cooperating, 209 
reported varying degrees of recognizable 
standards activities; 89 of them cited a 
formal organized standards program; 34 
were specific about savings, which ranged 
from $6,000 to $1 million per year. 

Of the 34 companies that reported dol- 
lar savings, 30 also reported extensive use 
of standards and standards manuals, indi- 
cating the probability of a close link be- 
tween organized standards work and te- 
cordable cost savings. 


Birds of a Feather Don’t Fly Together 


Sixty per cent of the 102 companies te- 
sponding to a National Industrial Con- 
ference Board survey report that they 
place limitations on the number and rank 
of executives flying together. However, 
formal written provisions regarding this 
practice are the exception rather than the 
rule with only 10 per cent of the respond- 
ents stating they have written policies. 

In all cases these formal restrictions 
apply to the company’s top echelon, and 
in most instances are extended to cover 
members of management operating com- 
mittees or councils, key divisions and de- 
partment heads and their top assistants, 
and, less frequently, to the executive com- 
mittee or board of directors. Such regula- 
tions normally state that no more than two 
or three key executives may fly together in 
the same plane. 


Internal vs. Outside Legal Counsel 


In a survey of corporate organization 
for legal work, the National Industrial 
Conference Board found that almost half 
of 286 companies, ranging in size from 
fewer than 500 employes to more than 
50,000, maintain their own general legal 
departments. Others keep attorneys on the 
payroll for legal work in specialized areas 
only, such as patents, taxation and labor 
relations. Most of those with internal legal 
departments are larger firms with more 
than 1,000 employes. 

All the companies surveyed indicate 
that they employ outside counsel at some 
time, and three fourths of them retain 
outside counsel on a continuing basis. Of 
those having internal legal departments, 
two thirds also retain permanent outside 
counsel. 

Re the predominant use of inside or 
outside counsel, most respondents replied 
there were no inherent advantages to 
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either practice. Nevertheless, some fa- 
vored the predominant use of inside coun- 
sel on the premise that such a legal depart- 
ment is more readily available when its 
service is needed. On the other hand, 
many feel that the predominant use of 
outside counsel is more advantageous to 
them for reasons of economy and because 
of the scope of specialized skills outside 
firms can supply. 


Nineteen States Now Require 
Employers to Deduct Income 
Taxes from Pay Checks 


Pay check deductions for taxes on em- 
ployes are spreading rapidly as state after 
state adopts income tax withholding, ac- 
cording to Commerce Clearing House. In 
addition to withholding federal income 
and social security taxes, employers are 
now called upon to collect the following: 
State income taxes in 19 states, including 
Hawaii, the District of Columbia, Okla- 
homa (later this year), and North Caro- 
lina (next year); unemployment insur- 
ance taxes in three states; and disability 
benefits taxes in four states. 

In all, 33 states and the District of 
Columbia have some form of personal 
income tax law. In 19 of these, employers 
must gear their payroll operations to with- 
hold the tax from employes. 


Cradle-to-Grave Tax Trail 

Internal Revenue Service plans for 
setting up an electronic processing sys- 
tem to carry on magnetic tape a master 
file of every taxpayer from the time he 
first comes on the rolls until the day he 
dies are in the engineering stage. Elec- 
tronic computers would make it eco- 
nomically feasible to keep an up-to- 
date record of each taxpayer’s return 
and, among other things, automatically 
determine if he fails to file a return, 
or permit speedy comparison of re- 
turns with special information reports 
used for cross-checking purposes. IRS 
is also stepping up information swaps 
with the states. 


Earning vs. Buying Power 

A husband and father of two who earns 
$7,035 a year today has a purchasing 
power equal to his 1939 counterpart who 
earned only $3,000. The ’39 wage earner 
paid $30 in taxes, while today’s pays $846. 
But the biggest bite of all is the loss of 
$3,219 due to inflation. 


World Trade Shifts 


In manufacturing production, the U.S. 
position in relation to the rest of the 
world has dropped sharply since 1948 
according to a chart study prepared by the 
National Industrial Conference Board. A 
similar drop is noted in the U.S. export 
level from 1948. The study notes, how- 
ever, that because America’s domestic 
market is so huge, only 6 per cent of her 
total output is destined for export. In 
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ownership of consumer durable goods, the 
U.S. ranks substantially above every other 
nation in the world, according to the sur- 
vey, but ranks midway among the major 
nations in rate of increase of personal 
consumption. 


Computer Beats Teacher 

An electronic computer is not only 
whipping the man who taught it to 
play checkers, but is also learning to do 
it a little more soundly each time. Dr. 
Arthur L. Samuel, the IBM scientist 
conducting the experiment, told the 
computer the rules of the game and a 
few things that might be important in 
play. The machine decides the impor- 
tance of the factors and how each 
would affect the outcome of the game. 
This achievement, called ‘‘generaliza- 
tion learning,” could have profound ap- 
plications in industry and in the solu- 
tion of social and economic problems, 
and may greatly diminish the amount 
of information necessary for a machine 
to have before working out a problem. 


Automation Not a Job Threat 


“No,” said the National Office Man- 
agement Association to the question, 
“Will computers and other automatic de- 
vices cause widespread lay-offs in offices?” 
The office executives group surveyed 369 
companies that have installed electronic 
data-processing systems costing from 
$50,000 to more than $1 million. A total 
of 2,552 employes worked at functions 
taken over wholly or in part by the sys- 
tems. Nineteen lost their jobs in six of 
the 369 companies. Other departments 
absorbed 1,990 of the employes, 511 
were integrated into the automation op- 
eration and 32 were transferred to other 


branch offices. 


LIFO Ruling Upheld 

A candy company using the LIFO 
method of figuring inventory treated its 
whole inventory as a single unit. This 
move was disallowed by the Revenue 
Commissioner whose ruling was upheld 
by the Tax Court which ruled a manufac- 
turing concern must maintain several 
separate inventory pools for LIFO pur- 
poses, notably for raw materials, goods in 
process, and finished products. 


Comptroller General Decides 
for Contractor on Mistake in Bid 

The Comptroller General held that the 
contractor was entitled to the adjustment 
requested in a case where the Contracting 
Officer knew that a mistake had been 
made by the bidder. The bidder was told 
that if he did not accept the award of the 
contract, even with the obvious error in 
the price proposed, the bid bond would 
be forfeited. It was ruled that the Con- 
tracting Officer failed to fully advise the 
contractor as to his rights. 
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Management Decisions and Taxes 
Mark E. Richardson, Partner 
Lybrand, Ross Bros. & Montgomery 
New York, New York 


Management Decisions as Affected 
by State and Local Taxation 
Thomas B. Noble, Treasurer 
Stockham Valves & Fittings, Inc. 
Birmingham, Alabama 


The Controller and Legal Aspects 
of Corporate Business 

Charles Eichenbaum, Sr. Member 

Eichenbaum, Scott & Miller 

Little Rock, Arkansas 


The Controller and Embezzlement 
R. L. Ballard, Special Auditor 
Liberty Mutual Insurance Co. 
Atlanta, Georgia 


The Controller Should Meet To- 
day's Challenges 

Dudley E. Browne, Vice President- 

Finance, Lockheed Aircraft Corp. 

Burbank, California 


PLUS 

Members Reception 
A Mardi Gras Party 
Events for the Ladies 
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TOP MEN... 

Lloyd R. Boling was recently elected 
president of his company, Dorr-Oliver 
Incorporated, Stamford, Conn. Mr. Boling 
has been active in the affairs of Control- 
lers Institute for many years and served 
as president of the San Francisco Control 
in 1949-50. 


MR. BOLING 


MR. JOHNSON MR. KREMER 
ADDITIONAL DUTIES .. . 


Alex B. Bourquard has assumed the 
responsibilities of vice president and con- 


troller of the Ohio Rubber Company Di- 


MR. BOURQUARD 


vision of the Eagle-Picher Company, 
Willoughby, Ohio. Benner Tea 
Company, Burlington, Iowa, has made 
Edward J. Davis treasurer and controller. 

. . Donald S. Farquharson recently be- 
came vice president as well as comptrol- 
ler of Mars, Inc., Chicago, Ill. . . . The 
election of Raymond G. Johnson as vice 


MR. FARQUHARSON 


MR. REULING 


president, controller, and assistant treas- 
urer of General Precision Laboratory, 
Pleasantville, N. Y., was announced re- 
cently. 


CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month’s issue. For 
instance, if you desire the address changed for your March 
issue, we should be notified of your new address before 
February 1. Be sure to include your postal zone as well as 
your old and new address. 
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NEW CONNECTIONS ... 

W. J. Hayes recently joined ESCO 
Manufacturing Company, Greenville 
Texas, as controller. . . . James F. Lillis 
has been elected vice president and comp. 
troller of International Telephone and 
Telegraph Company, New York. Mr. 
Lillis is active in the affairs of Controllers 
Institute, currently serving as a director 
(Region V) and was president of the 
Detroit Control, 1957-58. . . . Robert 
H. Meystre was elected treasurer of Gard. 
ner-Denver Company, Quincy, Ill. Mr. 
Meystre was president of the Boston Con. 
trol of Controllers Institute, 1957-58. 

Horace C. Jones Il is now vice presi- 
dent and treasurer of James Lees & Sons 
Company, Bridgeport, Pa. . . . Paul J, 
Kremer, controller and assistant treasurer 
of the Buffalo Slag Co. Inc., Buffalo, 
N. Y., was recently elected secretary and 
treasurer of Federal Crushed Stone Cor. 
poration, a subsidiary. . . . John R. Reul- 


MR. LILLIS MR. MEYSTRE 


MR. TAIT MR. GEIB 


ing has been elected vice president, treas- 
urer and controller of Pemco Corporation, 
Baltimore, Md. Mr. Reuling is active in 
the affairs of Controllers Institute and is 
currently president of the Baltimore Con- 
trol. . . . John W. Tait was recently 
elected senior vice president and treasurer 
of the Ogilvie Flour Mills Company, 
Ltd., Montreal, Quebec, Canada. Mr. Tait 
served as president of the Montreal Con- 
trol of Controllers Institute, 1953-54. 


CROSS COUNTRY... 

Philip J. Geib, formerly located in Phil- 
adelphia, Pa., has become assistant con- 
troller of the Refractories and Chemicals 
Division of Kaiser Aluminum & Chem- 
ical Corporation, Oakland, Calif. Mr. 
Geib is a past president of the Philadel- 
phia Control of Controllers Institute. 
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PROMOTIONS . . . 

Bernard D. Beckerlegge recently be- 
came vice president of Pacific Finance 
Corporation, Los Angeles, Calif... . 
Gardner-Denver Company, Quincy, III. 
recently announced the election of A. G. 
Lindquist as vice president-finance and 
secretary. . . . William J. McDonald is 
now treasurer of National Association of 
Credit Management, New York. 

Dana Corporation, Toledo, Ohio, has 
elected Louis L. Melick its executive vice 


president and secretary. . . . William E. 
Weise is now vice president of the Seng 
Company, Chicago, Ill. . . . Miss Linda 


Stantord has been appointed vice presi- 
dent-finance of Endicott-Johnson Corpora- 
tion, Endicott, N. Y. 


NEW DIRECTORS .. . 

Clarence A. Bickel, president of Robert 
W. Baird & Co. Inc., Milwaukee, Wis., 
was elected to the board of J. I. Case Co., 
of the same city. . . . Vincent D. Amodeo, 
controller of the DeLaval Separator Com- 
pany, Poughkeepsie, N. Y. and A. R. 
Gremse, secretary and controller of Blount 
Brothers Construction Company, Mont- 
gomery, Ala., were recently elected to 
the boards of their respective companies. 


NEW APPOINTMENTS .. . 

E. P. Heiles has become vice president 
of Midland-Ross Corporation and gen- 
eral manager of the Surface Combustion 
Division, Toledo, Ohio, following the 
acquisition of Surface Combustion Cor- 
poration by Midland-Ross Corporation. 


this new field. 
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Just as we went to press, word was received of the death 
of DANIEL J. HENNESSY, second president of Controllers 
Institute of America (1933-34) and first president of Con- 
trollers Institute Research Foundation (1945-49). Obituary 





Mr. Heiles is a past president of the 
Toledo Control, is currently a director of 
Controllers Institute and served as re- 
gional vice president in 1958-59... . 
Franklyn R. Bonnet has been given the 
responsibility of controller of the West- 
clox Division of General Time Corpora- 
tion, New York. 


EXTRACURRICULAR .. . 

David F. Devine, vice president and 
treasurer, American Bosch Arma Corpora- 
tion, Hempstead, New York, is serving 
as chairman of the Accounting Committee 
of the Long Island Fund, an association 
of management and labor on behalf of 
hospitals and health agencies in Nassau 
and Suffolk Counties. The Accounting 
Committee’s function is disbursal of 
funds to health agencies. 

Serving with Mr. Devine are: Henry P. 
Dolan, president, McLean Development 
Laboratories, Inc., Copiague; Dudley W. 
Field, comptroller, Grumman Aircraft En- 
gineering Corporation, Bethpage; Edgar 
S. Hill, vice president and comptroller, 
Fairchild Camera and Instrument Corpo- 
ration, Syosset; and Melville J. Roeder, a 





Specialist in 


MANAGEMENT INFORMATION SYSTEMS 


Broadening the scope of our consulting research services, we seek a strongly qualified man in 


His function will be to define for company managements the nature of information required to 
manage effectively, and to develop data analysis and processing methods which will produce 
desired information systems. 


He must know data processing methods, from manual to electronic, broadly enough to analyze 
systems and scientifically enough to program equipment. He must know how to use information 
to direct and control business activities. 


Send resume in confidence to Mr. Nicholas Deininger 


(or telephone him at UN 4-5770) 


Arthur DB. Little, Inc. 


CAMBRIDGE 40, MASS. 





will be published in the February issue of THE CONTROLLER. 


retired Institute member. Mr. Devine and 
Mr. Dolan are past presidents of the Long 
Island Control of Controllers Institute. 

The following will participate in the 
AMA’s Seminar on “Converting to a 
Direct Cost System” at the Hotel Astor, 
New York, to be held January 11-13. 
Each will discuss a particular segment of 
this subject: John V. James, vice presi- 
dent-finance, Clark Brothers Co. Division, 
Dresser Industries, Inc., Olean, N. Y., 
“Problems Encountered in Converting to 
Direct Costing’; J. Grandel Jones, con- 
troller, Bostitch, Inc., East Greenwich, 
R. I., “Decision-Making with Direct 
Costs’’; Cecil L. Clark, vice president and 
treasurer, Sangamo Electric Co., Spring- 
field, Ill., ‘Separation and Classification 
of Accounts as Period and Direct’; Archi- 
bald Macfarlane, treasurer, Coats and 
Clark, Inc., New York, “Profit Planning 
with Direct Costs.” 

Harvey O. Edson, management advi- 
sory services division, Haskins & Sells, 
New York, will chair the AMA seminar 
on “Basic Concepts and Applications of 
Return on Investment’’ to be held Febru- 
ary 1-3 at the Hotel Astor, New York. 








































New Department of Defense Cost Principles 


for Use in Contract Pricing (Continued from page 17) 


product advertising and selling expenses. 
The new principles endeavor to substitute 
allocability for allowability by emphasiz- 
ing reasons for incurring costs rather than 
what is purchased. 

Direct costs, rather than being defined 
in terms of material and labor, are defined 
as those incurred for the exclusive benefit 
of a single cost objective; e.g., a product 
or contract. Indirect costs are those in- 
curred for the benefit of more than one 
cost objective and are to be allocated to 
the benefited objectives in proportion to 
the benefits assumed to accrue to each of 
the several cost objectives. 

This concept of allocability is to be ap- 
plied equally to the costing of defense 
contracts and other work of the contractor, 
and may result in some differences of 
opinion between the contractor and the 
contracting military department. Such dif- 
ferences will arise where the contractor's 
cost accounting system identifies cost ob- 
jectives on some basis other than the con- 
tract. The contracting military department 
will first try to identify those costs which 
are incurred only for defense contracts. 
These will be direct costs of such con- 
tracts. Similarly, costs incurred only for 
other work will be allocated to such work 
as direct costs and no part thereof will be 
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allocated to defense work. This break-out, 
when applied to items normally consid- 
ered by the contractor to be manufactur- 
ing, selling, or administrative expenses, 
may result in an allocation different from 
that normally made by the contractor. 

Allocation of indirect expenses will 
pose similar problems. The new principles 
require the accumulation of indirect costs 
into logical grouping which will permit 
distribution of the amounts so grouped 
“on the basis of benefits accruing to the 
several cost objectives.’’ The contractor’s 
accounting system may not be so precise as 
to provide for such a refined distribution, 
particularly where the contractor's direct 
cost objectives are more numerous than 
defense work and other work. 

Fortunately, from the contractor's point 
of view, the principles contain certain 
cautions addressed to contracting person- 
nel of the military departments. The cau- 
tious guard against an overmeticulous ad- 
herence to the theory of allocability. For 
example: ‘The number and composition 
of the groupings should be governed by 
practical considerations and should be 
such as not to complicate unduly the al- 
location where substantially the same re- 
sults are achieved through less precise 
methods.” 


ACCOUNTING PRINCIPLES AND 
PRACTICES APPROPRIATE TO 
THE PARTICULAR CIRCUMSTANCES 


The second major change in the ‘‘fac- 
tors affecting allowability of cost’ is the 
addition of the phrase ‘‘appropriate to 
the particular circumstances’ to the factor 
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The Frank M. Knox Company will show you how to make all 
necessary preparation for automation—if, in fact, you need 
automation. If you do not need automation, the same prepara- 
tory analysis will help you clear up present problems—reduce 
your costs, stimulate the efficiency of your paperwork and put 
you in permanent, effective control of your office costs. 
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of generally accepted accounting princi. 
ples and practices. The new phrase recog. 
nizes implicitly that generally accepted 
accounting principles provided alternative 
methods of accounting for the same item, 
For example, there are several methods of 
inventory valuation, and several bases for 
the allocation of indirect costs. Where 
alternatives are permissible, they have 
evolved over the years as ways of meeting 
the requirements of particular situations 
so as to better attain the objectives of ac. 
crual accounting in light of practical con. 
siderations. In other words, the alterna. 
tives do not exist to provide a free choice 
but rather to provide a method which best 
meets the requirements of the particular 
situation. The contractor's accounting sys. 
tem may not have developed solely for the 
purpose of costing a defense contract. The 
probability is that it, too, has evolved over 
the years to achieve several, sometimes 
conflicting, objectives. It is possible, also, 
that the accounting system has not kept 
pace with newer developments. 

The new phrase “appropriate to the 
particular circumstances’ provides the 
military department contracting person- 
nel with a basis for questioning the con. 
tractor’s established practices if they are 
believed to be inappropriate in the par- 
ticular case even though the method used is 
in accord with generally accepted account- 
ing principles and practices. However, as 
in the case of allocability, the principles 
contain a safeguard against the overzeal- 


ous application of this concept. The cost 


principles state: “The contractor's estab- 
lished practices, if in accord with such 
(generally accepted accounting principles 
which are applicable in the circumstance) 
shall generally be acceptable.” 


REASONABLENESS 


While reasonableness is not a new fac- 
tor, the new principles contain certain 
criteria for determining reasonableness. 
The old Sec. XV was silent on this point. 
The basic criterion is that of prudency; 
what a prudent business man would do in 
like circumstance. This standard assumes 
that competition in the market-place es- 
tablishes reasonableness. However, where 
competition is limited or lacking, a ques- 
tion of unreasonableness might be raised. 
This might occur in transactions between 
divisions or affiliates of the same economic 


entity. The standard of reasonableness © 


might also be applied where the Govern- 


ment’s share of the contractor’s total busi- © 


ness is so large as to influence it in making 
decisions to incur costs. 





FOUNDRY CONSULTANT 
NONFERROUS 
Sand Casting; Permanent Mold Casting; 
Centrifugal Casting: in Aluminum, Brasses, 
Bronzes. 30% Leaded Bronze; Aircraft 
Quality Bearings and Castings. 
Ed Jenkins, 286 Penobscot Bldg. 

Detroit, Mich. Phone—Woodward 5-7947 
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DISCUSSION OF 
INDIVIDUAL ITEMS OF COSTS 


General. The old Sec. XV listed costs 
which were allowable and those which 
were unallowable on two pages. The new 
Sec. XV devotes more than 20 pages to 
the same subject. Forty-six separate cost 
items, from advertising to travel, are dis- 
cussed. Generally each is defined, differ- 
ent circumstances are discussed, and its 
allowability or unallowability is stated. In 
some instances, the same item of cost is 
allowable under some circumstances and 
unallowable in others. Generally, where 
this happens it is because the cost is al- 
locable where allowed, and not allocable 
where unallowable. 

Unallowable Costs. The old Sec. XV 
listed 18 items of cost which were unal- 
lowable. However, some of these were not 
costs at all; e.g., dividends and contin- 
gency reserves. The new Sec. XV lists 14 
unallowable costs and nine items where 
the cost may or may not be allowable de- 
pending on the circumstances. This dif- 
ference is more apparent than real. It is 
occasioned by a different labeling of some 
items, rather than any change in concept. 
With one major exception, costs which 
were unallowable under the old Sec. XV 
are still unallowable under the new set. 

Research and Development Costs. The 
major change in allowability brought 
about by the new principles is to allow 
research and development costs. General 
research costs were formerly unallow- 
able. Costs of pure research, not including 
product development, are now allowable 
if not sponsored by a contract or grant. 
Product development costs, if related to 
product lines for which the contractor has 
defense contracts, are also allowable. 

Reasons for Unallowability of Costs. 
An analysis of the unallowable costs re- 
veals certain reasons for so classifying the 
items. While not every reader will agree 
with the discussion which follows, the 
author presents it in order to place this 
subject in reasonable perspective: 

1. "Cost” items which are not costs. Of 
the 14 unallowable items, four are not 
considered to be costs; i.e., costs in the 
sense of expense incurred. These are pro- 
visions for contingency reserves, interest 
on borrowings, organization expenses, and 
federal income taxes. 

Organization expenses are assets which 
continue to have value so long as the 
business exists and are not consumed in 
use. Additions to contingency reserves 
are not expenses but rather are segrega- 
tions of retained income. Interest on bor- 
rowings and federal income tax payments 
represent distributions of operating net 
income rather than expenses of perform- 
ance. 

2. Costs considered to be contrary to 
public policy. Four unallowable costs may 
be categorized as contrary to public pol- 
icy: Contributions and donations, enter- 
tainment, fines and penalties and costs of 
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stock option plans. The author believes 
that the first and last of these should be 
allowable as normal business costs; that 
allowance of entertainment is theoretically 
justified but is subject to so much possible 
adverse criticism so as to create more prob- 
lems than it would solve; and that fines 
and penalties are correctly unallowable. 

3. Costs considered to be unallocable. 
The Department of Defense considers 
five items to be unallocable: advertising, 
bad debts, excess facility, losses on other 
contracts, and reconversion costs. 

4. Cost disallowed for administrative 
convenience. Profits and losses on disposi- 
tion of plant, equipment or other capital 
assets are not considered because of the 
difficulties of relating such profits or losses 
to the period of contract performance. 
There are several reasons why such profits 
or losses emerge, not all of which are re- 
lated to a contract. 

Costs Unallowable Under Certain Cir- 
cumstances. There are nine cost items 
which are unallowable under specified 
conditions. Most of these are allowable 
as specifically covered in the contract, 
e.g., overtime and shift premiums. Others 
are unallowable because they relate to 
another cost which is unallowable; e.g., 
professional services incurred in organiz- 
ing the business. 


CONCLUSIONS 

Unfortunately, the new cost principles 
are not much of an improvement over the 
old from a contractor's point of view. The 
only cost item previously unallowable 
which the new principles allow is general 
research. Certainly other normal business 
costs, yet unallowable, should be allow- 
able. Also, there is a failure to recognize 
that some cost items (e.g., bad debts) 
should be allowable to subcontractors if 
not to prime contractors. 

The new principles are improved by 
the recognition of allocability and the 
appropriateness of a particular accounting 
principle or practice to the specific cir- 
cumstances. However, virtually all this 
improvement is negated by the provisions 
concerning individual cost elements. By 
defining certain legitimate cost elements 
to be unallowable the principles deny to 
the contractor the benefits of allocability. 

It is possible that the new principles 
will create more problems than they solve. 
It appears to the writer that there is a 
conflict between the factors affecting the 
allowability of costs in general and the 
specific provisions of the paragraphs de- 
voted to individual cost items. The ap- 
plication of the principles to fixed-price 
contracts by military department person- 
nel where none officially existed before 
will result in the Government negotiating 
from one set of criteria while the con- 
tractor should properly use another. It is 
reasonable to expect that the Board of 
Contract Appeals will be a lot busier. 
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PROVIDING FACTS AND FIGURES 
FOR COLLECTIVE BARGAINING 


It gives the basic and unchanging points 
on: Who should be the company nego- 
tiator; how to keep and use records; how 
to prepare “fact books’; what financial 
implications are involved in pensions; 
how to determine the base period; what 
subjects to present at the bargaining table; 
how to avoid inconsistency in interpreting 
facts; what form to use to present facts. 


$5.00 


CONTROLLERS INSTITUTE 


RESEARCH FOUNDATION 
Two Park Ave., New York 16, N. Y. 


Orders from nonmembers outside Conti- 
nental U.S. and Canada must be accom- 
panied by remittance 


+ OPPORTUNITIES» 
EMPLOYMENT ° SERVICES * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 
Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





ACCOUNTANT-CONTROLLER 


16 years’ experience, 12 years as assistant con- 
troller, office manager and cost accountant, 4 
years CPA experience in analyses and statis- 
tical surveys. Study and install appropriate 
accounting systems. Multiplant consolidated 
statements, taxes, interim financial reports. 
B.S. in accounting, married, age 35. Salary 
$10,000 to $12,000. Box 2405. 


CONTROLLER-TREASURER 


Qualified to control all financial operations. 
Broad multiplant national company experience 
in costs, controls, budgets, systems, EDP, taxes, 
government contracts. Desires challenging op- 
portunity. College, CPA, 41, family. Employed 
six years top management; not satisfied with 
potential. Member CIA. Will relocate. Box 
2418. 


ACCOUNTANT 
FINANCIAL OFFICER 


Qualified financial and administrative execu- 
tive with diversified experience in oil produc- 
tion and manufacturing. Extensive background 
includes tax and insurance administration; bud- 
geting; cost control; accounting supervision; 
credit and collection; and all phases of modern 
business administration. Member CIA. Resume. 
Will relocate. Box 2425. 


CONTROLLER 
ASSISTANT CONTROLLER 


Salary $14,000, age 32, CPA, lawyer, four 
years’ public, eight years’ corporate experience. 
Cost, budgets, taxes, foreign, government con- 
tract negotiation, staff and management expe- 
rience. Box 2426. 
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Outlook for La bor Costs (Continued from page 15) 


sponsibility to insist that the assumptions 
upon which the figures are based be fully 
understood and to insist that the figures 
be not used without disclosure of those 
assumptions. 

Advocacy in statistical, accounting, and 
analytical determinations not only feeds 
the flames of industrial conflict but also 
carries over from the heat of collective 
bargaining to the cooler routines of nor- 
mal operations. One side or the other, 
having taken a position for purposes of 
collective bargaining, understandably does 
not reverse itself after the short-range 
purpose has been served. I suspect that 
more than a little long-range confusion as 
to true labor costs ensues from these 
practices of advocacy. 


THE NEED FOR 
A GLOBAL ECONOMY VIEWPOINT 


The economic report of the President 
in January 1959 states, “Increases in 
money wages and other compensation not 
justified by the productivity performance 
of the economy are inevitably inflation- 
ary.” But the plain truth is that we do 
not yet have an agreement on statistical 
and analytical techniques for measuring 
clear across the industrial board the rela- 
tionship between wages and productivity. 
We have not even defined “productivity” 
to the satisfaction of all concerned. We 
must continue our efforts to develop the 
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TAX ACCOUNTANT 


B.S., L.L.B., L.L.M. in taxation 1961. Six 
years’ public accounting. Past two years em- 
ployed in the tax department of large public 
accounting firm. Desires challenging tax posi- 
tion in private industry. Box 2427. 


BUDGET AND FINANCIAL 
ANALYST 


B.A., M.B.A., graduate with intensive plant 
experience in profit planning through cost 
control, product development, market research, 
pricing, return on investment. Desires career 
with company that rewards ability. Age 29, 
married. Resume. Box 2428. 


BROAD-GAUGED 
FINANCIAL EXECUTIVE 


Currently controller in soft goods, looking 
for challenging assignment with fast-moving 
expansionist organization, offers unusually 
high creative and conceptual abilities leav- 
ened with extensive staff and operating ex- 
perience in multiplant and multicorporate 
metal fabricating and consumer packaged 
goods industries. Mature executive with 
strong orientation in advanced managerial 
technologies of operations research, inte- 
grated data processing and electronic com- 
puters. Age 41. Currently earning $25,000. 
Box 2429. 
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techniques of definition and measurement 
necessary to carry out effective anti-infla. 
tion measurements. 

Meanwhile America desperately needs 
to increase her growth rate from the his. 
torical three per cent to a higher figure— 
say four per cent. Russia, even Western 
Europe, is having economic growth at a 
rate substantially faster than our American 
rate. But to grow is also to risk the ray- 
ages of the silent robber—inflation. 

In February 1958, feeling as I did, 
frustrated by the ag failure of mon- 
etary, fiscal, and other governmental pol- 
icies to stem a significant inflationary 
trend, and feeling frustrated by the fail- 
ures of management and labor to take ac. 
count voluntarily of the cost-push factors 
in inflation, I published in the Atlantic 
Monthly an appeal for management to 
resist further wage increases even though 
the result might be serious strikes. We 
have had some serious strikes. They have 
not been easy to take. There have been 
times when I have wondered how long 
management could stand alone. But I do 
not like the alternative of governmental 
intervention. I have a faith that it is still 
possible for management and labor, so- 
bered by the strikes we have had and so- 
bered by the economics of what is rapidly 
becoming a global economy—in which 
the United States will not necessarily play 
a leading role—I still believe management 
and labor through collective bargaining 
can reach noninflationary wage agree- 
ments. But management and labor must 
not depend too heavily on statistical and 
analytical techniques. At the present stage 
of development these techniques will let 
them down—unless management and la- 
bor have settlement in their hearts. 
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INACTIVE (retired) MEMBER CIA 


Tired of catching up on reading. Can be very 
useful in special situations, emergencies, etc, 
even longer time. Box 2430. 


CONTROLLER-TREASURER 
Financial-Systems Analyst-CPA 


Corporation administrative executive offers 
top-level extensive background functioning 
with management group. Practical experience 
includes IBM EDP, organization planning, 
banking relations, acquisitions, mergers, under- 
writing, SEC reports; developing expan- 
sion and cost-expense reduction programs, 
analyzing and interpreting costs, budgets, sys- 
tems and surveys, all taxes. Multiplant process 
industries, transportation, import-export com- 
modities, chain stores, securities, real estate, 
construction, financing enterprises. Box 2431. 





NOTE: THE CONTROLLER reserves the right to ac 
cept, reject or censor classified copy and takes no te 
sponsibility for the people contacted through this col 
umn nor does it guarantee any item bought or sold.’ 








